Google 


This  is  a  digital  copy  of  a  book  that  was  preserved  for  generations  on  library  shelves  before  it  was  carefully  scanned  by  Google  as  part  of  a  project 

to  make  the  world's  books  discoverable  online. 

It  has  survived  long  enough  for  the  copyright  to  expire  and  the  book  to  enter  the  public  domain.  A  public  domain  book  is  one  that  was  never  subject 

to  copyright  or  whose  legal  copyright  term  has  expired.  Whether  a  book  is  in  the  public  domain  may  vary  country  to  country.  Public  domain  books 

are  our  gateways  to  the  past,  representing  a  wealth  of  history,  culture  and  knowledge  that's  often  difficult  to  discover. 

Marks,  notations  and  other  maiginalia  present  in  the  original  volume  will  appear  in  this  file  -  a  reminder  of  this  book's  long  journey  from  the 

publisher  to  a  library  and  finally  to  you. 

Usage  guidelines 

Google  is  proud  to  partner  with  libraries  to  digitize  public  domain  materials  and  make  them  widely  accessible.  Public  domain  books  belong  to  the 
public  and  we  are  merely  their  custodians.  Nevertheless,  this  work  is  expensive,  so  in  order  to  keep  providing  tliis  resource,  we  liave  taken  steps  to 
prevent  abuse  by  commercial  parties,  including  placing  technical  restrictions  on  automated  querying. 
We  also  ask  that  you: 

+  Make  non-commercial  use  of  the  files  We  designed  Google  Book  Search  for  use  by  individuals,  and  we  request  that  you  use  these  files  for 
personal,  non-commercial  purposes. 

+  Refrain  fivm  automated  querying  Do  not  send  automated  queries  of  any  sort  to  Google's  system:  If  you  are  conducting  research  on  machine 
translation,  optical  character  recognition  or  other  areas  where  access  to  a  large  amount  of  text  is  helpful,  please  contact  us.  We  encourage  the 
use  of  public  domain  materials  for  these  purposes  and  may  be  able  to  help. 

+  Maintain  attributionTht  GoogXt  "watermark"  you  see  on  each  file  is  essential  for  in  forming  people  about  this  project  and  helping  them  find 
additional  materials  through  Google  Book  Search.  Please  do  not  remove  it. 

+  Keep  it  legal  Whatever  your  use,  remember  that  you  are  responsible  for  ensuring  that  what  you  are  doing  is  legal.  Do  not  assume  that  just 
because  we  believe  a  book  is  in  the  public  domain  for  users  in  the  United  States,  that  the  work  is  also  in  the  public  domain  for  users  in  other 
countries.  Whether  a  book  is  still  in  copyright  varies  from  country  to  country,  and  we  can't  offer  guidance  on  whether  any  specific  use  of 
any  specific  book  is  allowed.  Please  do  not  assume  that  a  book's  appearance  in  Google  Book  Search  means  it  can  be  used  in  any  manner 
anywhere  in  the  world.  Copyright  infringement  liabili^  can  be  quite  severe. 

About  Google  Book  Search 

Google's  mission  is  to  organize  the  world's  information  and  to  make  it  universally  accessible  and  useful.   Google  Book  Search  helps  readers 
discover  the  world's  books  while  helping  authors  and  publishers  reach  new  audiences.  You  can  search  through  the  full  text  of  this  book  on  the  web 

at|http: //books  .google  .com/I 


ym      m  PROPERTY     OF        ^ 

Unmi^oj 
Midt'm 


Jmm^ 


>  8'  7 


ARTES      SCIENTIA      VERITAS 


REPORT 


OF  THE 


Vnm^ 


MONETARY  COMMISSION 


OF  THE 


INDIANAPOLIS  CONVENTION 


OF 


BOARDS  OF  TRADE.  CHAMBERS  OF  COMMERCE.  COMMERCIAL 

CLUBS,  AND  OTHER  SIMILAR  BODIES  OF 

THE  UNITED  STATES 


CHICAGO 

Siie  Qtn{ber0(tB  of  (S^fcago  VttBfs 

1898 


^3 


Copyright,  1898 
By  H.  H.  HANNA 


.    I  For  copies  of  this  Report,  address 

Vj  H.  H.  Hanna,  Indianapolis,  Indiana 

I 

I 

I 


PEEFATOET  l^OTE 


To  THE  Executive  Committee  of  the 

Indianapolis  Monetary  Convention  : 

The  Commission,  after  completing  its  plan  of  monetary 
reform,  entrusted  to  me  the  preparation  of  a  Final  Report, 
which,  while  furnishing  the  necessary  history  of  our  existing 
system,  should  more  fully  than  the  brhef  Preliminary  Report 
give  the  grounds  upon  which  the  plan  of  the  Commission  was 
based.  It  goes  without  saying  that  no  two  persons  would  do 
this  work  in  quite  the  same  way ;  and  in  justice  to  other  mem- 
bers of  the  Commission,  it  seems  right  that  the  public  should 
know  by  whom  the  Report  was  prepared. 

It  has  been  my  aim,  however, — so  far  as  possible  in  the  too 
brief  time  allotted  me  and  with  the  help  of  the  Assistants  to  the 
Commission — not  to  prepare  an  exposition  which  represented 
merely  my  own  point  of  view,  but  to  marshal  those  facts  and 
arguments  which  truly  supported  the  conclusions  of  the  Com- 
mission. No  one,  it  should  be  added,  can  be  more  aware  than 
I  of  the  inevitable  shortcomings  of  this  attempt  to  do  what 
would  have  been  so  much  better  done  if  it  could  have  had  the 
joint  attention  of  all  the  members  of  the  Commission. 

J.  Laurence  Laughlin. 

April  1898. 
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INTRODUCTION 


HISTORY  OF  THE  MOYEMEKT 

On  November  i8,  1896,  at  the  request  of  a  number  of  busi- 
ness men,  a  member  of  the  Indianapolis  Board  of  Trade  pre- 
sented to  its  Board  of  Governors  the  following  memorial,  viz. : 

Having  been  requested  by  a  number  of  business  men  of  the  city  to 
present  the  subject  of  reform  of  the  currency  to  the  Board  of  Trade, 
1  feel  that  I  stand  as  a  representative  of  the  business  men  of  this  city, 
whose  experience  is,  in  a  general  way,  the  experience  of  the  business 
men  of  the  entire  country.  The  business  man  of  the  country  is  aroused 
to  the  necessity  of  different  methods  of  demand  for  right  things  in  legis- 
lation. 

I  stand  to  present  to  you  the  urgency  and  importance  of  an  action 
on  your  part  for  which  many  thinking  men  of  the  country  are  now 
looking  to  you. 

The  sentiment  is  abroad  in  the  land,  the  business  men  are  discuss- 
ing and  the  press  is  urging  currency  reform.  As  yet  the  ideas  are 
only  crude ;  there  are  as  many  plans  as  there  are  writers ;  but  the  agita- 
tion is  continuous,  and  opinions  are  being  framed  that  will  soon  take 
stubborn  form  and  divide  the  people,  and  the  politician  will  push 
them  as  important  issues,  and  the  business  men  will  suffer  by  the  disturb- 
ance and  depression  that  are  sure  to  follow.  To  avoid  the  drifting  of 
these  sentiments  into  wrong  channels,  it  is  of  vital  importance  that,  by 
conservative  measures,  they  be  led  by  safe,  strong  hands  very  early  into 
the  right  path.  The  West  will  not  take  up  this  cause ;  the  East  should 
not  do  so,  and  the  central  West,  by  reason  of  its  importance  as  a  factor 
in  the  commerce  of  the  country  and  its  geographical  relation  to  the 
other  sections  in  which  financial  views  are  considered  more  or  less 
extreme,  should  act.  For  such  a  movement  to  emanate  from  Indiana 
would  probably  be  more  acceptable  to  all  parts  of  the  country  than  for 
it  to  emanate  from  any  other  state.  No  movement  could  or  should 
succeed  that  is  not  based  upon  the  broadest  possible  justice  and  intel- 
ligence, and  in  the  entire  interest  of  the  whole  people. 

Such  investigation  and  framing  should  only  be  entrusted  to  those 
who  are  great  enough  to  rise  above  all  party  relation  and  prejudice, 
to  discard  all  former  ideas  when  confronted  with  better  methods,  and 
fairly  and  honestly  deal  with  the  great  question  for  the  general  good 
and  for  defense  against  the  instability  of  values,  which  has  caused  such 
immeasurable  losses  to  the  people  of  this  country  within  the  few  years 
just  past.  The  business  man  is  the  victim  of  all  such  agitation,  and  I 
stand  in  his  name  to  protest  with  all  possible  emphasis  against  further 
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risk  by  delay,  lest  the  opportunity  slip.  President  Cleveland  very  ably 
urges  some  action  in  his  letter,  read  at  the  annual  dinner  of  the  New 
York  Chanaber  of  Commerce  last  night.  Again,  I  say  something  will 
be  done  very  soon,  and  it  is  just  as  likely  to  be  wrong  as  right  in  the 
early  or  superficial  discussion ;  and  I  present  to  you  for  action  tonight 
a  plan  that  cannot  do  harm  and  should  lead  up  to  stable  things  in 
commerce,  and  relief  from  the  racking  strains  that  the  business  man  is 
periodically  subjected  to  by  reason  of  the  agitator's  continuous  desire 
to  change  our  financial  system.  I  am  thoroughly  aroused  to  the  cor- 
rectness of  the  position  and  the  vital  importance  of  prompt  or  imme- 
diate action,  and  if  you  can  agree  with  me,  then  the  duty  is  plain,  and 
I  beg  of  you  to  forestall  the  menace  of  early  superficial  action  by  direct- 
ing the  minds  of  the  people  to  a  broader  view  of  a  great  subject,  by 
suggesting  steps  that  will  surely  put  into  good,  if  not  perfect,  form,  the 
financial  methods  of  the  country. 

To  this  end  I  ask  that  you,  as  the  representatives  of  the  active  busi- 
ness men  of  the  whole  country,  act  at  once  in  the  following  manner  : 
I  ask  you  to  appoint  a  committee  with  instructions  to  prepare  a  letter 
of  address  to  the  more  important  boards  of  trade  in  the  states  known 
as  the  central  West,  to  wit. :  the  boards  of  trade  in  Louisville,  Cincin- 
nati, Columbus,  Cleveland,  Toledo,  Detroit,  Chicago,  Milwaukee,  St. 
Paul,  Minneapolis,  Des  Moines,  Kansas  City,  St.  Louis,  Omaha,  Peoria, 
and  Grand  Rapids,  requesting  that  the  controlling  boards  of  each  of 
such  boards  of  trade  send  delegations  of  not  exceeding  three  members, 
the  same  being  non-partisan  in  politics,  to  a  conference  to  be  held  in 
Indianapolis,  say  Tuesday,  December  i,  at  ii  o'clock  a.  m.,  for  the  pur- 
pose of  considering  the  propriety  of  uniting  in  a  call  for  a  general  or 
national  convention  of  representatives  of  boards  of  trade  and  other 
commercial  bodies,  which  shall  in  turn  consider  the  propriety  of  organ- 
izing a  representative  commission  of  able,  conservative,  trustworthy 
men  to  thoroughly  study,  canvass,  and  consider,  without  limit  or 
instructions,  all  conditions  and  all  currency  systems,  the  strength  and 
weakness  of  our  own,  as  well  as  the  valuable  features  of  all  others,  for 
the  purpose  of  presenting  to  Congress  for  action  these  valuable  features, 
united  with  such  as  may  be  of  special  importance  for  our  special 
requirements,  with  the  general  approval  of  the  boards  of  trade  and 
commercial  bodies  of  the  country. 

To  continue  the  argument,  it  is  fair  to  believe  that  such  a  carefully 
chosen  commission  will  produce  acceptable  results  to  the  general  pub- 
lic. It  is  reasonable  to  believe  that  the  call  for  a  general  convention 
being  made  in  the  name  of  the  seventeen  boards  of  trade  mentioned, 
will  command  the  respect  necessary  for  recognition,  attendance,  and 
participation  in  the  general  convention,  and  a  commission  that  has 
behind  it  the  united  approval  of  the  commercial  bodies  and  boards  of 
trade  of  the  country  will  be  recognized  and  listened  to  by  Congress. 
In  other  words,  the  manner  of  call  and  action  is  made  for  the  purpose 
of  not  only  offering  the  well-digested  plan  of  men  able  to  deal  with 
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such  matters,  but  to  reinforce  the  demand  by  the  support  and  influence 
of  men  who  are  not  asking  legislation  for  political  purposes  but  for 
the  general  good  of  the  whole  people.  If  all  this  is  favorably  received 
by  you,  then  preliminary  steps  cannot  be  too  speedily  taken  in  order 
to  forestall  the  confusion  incident  to  crudely  conceived  opinions  that 
cannot  be  otherwise  than  harmful.  Perfect  results  of  commissions  are 
perhaps  not  possible,  but  when  the  motive  behind  them  is  lofty,  and 
above  personal  or  selfish  aims  of  the  few,  they  commonly  result  better 
than  other  ways.  When  the  Venezuelan  Commission  was  established 
upon  high  principles  of  right  in  search  for  the  truth  upon  which  to 
base  the  final  demand  for  justice,  the  fair  and  honorable  method  com- 
manded the  respect  of  our  own  people  first,  and  the  public  excitement 
was  relieved  by  confidence  in  a  wise  step,  and  it  is  evident  that  Great 
Britain  was  alive  to  the  exalted  spirit  and  dignified  determination  on 
the  part  of  our  government  for  the  right,  and  there  is  but  little  doubt 
that  the  concession  to  arbitration  in  which  the  Monroe  Doctrine  was 
fully  respected  was  brought  about  to  some  extent  by  the  idea  and 
work  of  this  commission.  So,  too,  our  own  people  will  be  influenced 
more  or  less  to  patience  and  confidence  in  the  outcome  of  such  an 
effort  as  is  proposed.  The  procedure  will  require  much  time  at  best, 
and  should  be  begun  at  once. 

In  response  to  this  appeal  the  Board  of  Governors  adopted 

the  following  resolutions : 

• 

Resolved^  By  the  Board  of  Trade  of  the  City  of  Indianapolis,  that 
the  boards  of  trade  of  the  cities  of  Chicago,  St.  Louis,  Cincinnati, 
Louisville,  Cleveland,  Columbus,  Toledo,  Kansas  City,  Detroit,  Mil- 
waukee, St.  Paul,  Des  Moines,  Minneapolis,  Grand  Rapids,  Peoria  and 
Omaha  be,  and  they  are,  invited  to  send  three  delegates  each  to  a  pre- 
liminary conference,  to  be  held  in  the  city  of  Indianapolis,  on  the  flrst 
day  of  December,  1896,  for  the  purpose  of  considering  the  advisability 
of  calling  a  larger  conference  or  convention,  composed  of  delegates 
from  the  boards  of  trade  and  commercial  organizations  of  the  cities  of 
the  United  States,  to  consider  the  propriety  of  creating  a  non-partisan 
commission,  to  which  shall  be  assigned  the  duty  of  formulating  a  plan 
for  the  reform  of  our  currency  system,  to  be  reported  to  a  subsequent 
meeting  of  the  conference  or  convention. 

JP^'Wr^ri/,  That  the  president  be  authorized  to  appoint  three  dele- 
gates to  the  said  conference. 

Resolved^  That  the  Commercial  Club  of  the  City  of  Indianapolis  be 
also  invited  to  send  three  delegates  to  the  conference  to  be  held 
December  i,  1896. 

Resolved^  That  the  Committee  on  Arrangements,  with  a  similar 
committee  to  be  appointed  by  the  Commercial  Club,  shall  have  charge 
of  the  arrangements  for  the  conference  to  be  held  December  i,  and 
the  proper  entertainment  of  the  attending  delegates. 
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Copies  of  the  same  were  sent  to  the  boards  of  trade  and 
other  commercial  organizations  of  the  cities  named,  accom- 
panied by  a  letter  in  which  the  Board  said : 

In  behalf  of  the  policy  and  purpose  outlined  by  these  resolutions, 
permit  us  to  say  that  it  is  believed  very  earnestly  that  a  non-partisan 
committee  or  commission  composed  of  experts  judiciously  selected  by 
a  representative  conference  of  business  men  should  be  chosen  at  an 
early  day ;  and  that  to  this  commission  should  be  assigned  the  duty  of 
preparing  a  plan  which  can  be  embodied  in  such  legislation  as  will 
place  our  monetary  system  on  a  permanently  sound  basis. 

The  present  grave  juncture  presents  an  opportune  occasion  to  the 
business  men  of  the  country  to  intervene  in  a  busines^s  matter,  and  it 
is  their  duty  as  well  as  they  can  to  aid  in  the  solution  of  a  matter 
which  so  intimately  concerns  the  stability  of  business. 

The  commission  to  be  ultimately  selected  must  be  of  such  attain- 
ments and  character  as  not  only  to  allay  all  suspicion  of  any  influence 
from  class  or  sectional  interest,  but  it  must  be  of  such  fitness  as  to 
inspire  the  confidence  in  the  mind  of  the  fair-minded  citizen  of  the 
republic  that  its  work  will  be  done  for  the  permanent  welfare  of  the 
whole  nation. 

We  have  great  confidence  in  the  patriotism  of  the  masses  of  the 
American  people,  and  believe  that  they  will  recognize  the  wisdom  of 
looking  to  a  commission  of  the  character  above  described  for  the  best 
solution  of  the  questions  involved,  and  that  the  people  will  await  the 
results  of  the  committee's  labor  before  committing  themselves  to  any 
particular  plan  or  scheme  hastily  or  immaturely  devised. 

In  view  of  the  grave  character  of  the  situation  which  confronts  us, 
and  the  great  importance  of  the  work  to  be  achieved  by  the  committee 
to  be  appointed,  it  is  obvious  that  each  commercial  body,  in  choosing 
its  representatives  to  the  proposed  conference,  should  nominate  men 
whose  attainments,  experience,  and  character  will  satisfy  the  demands 
of  the  occasion. 

To  this  conference  delegates  were  in  attendance  from  the 
following  cities,  viz.,  Cincinnati,  Chicago,  Cleveland,  Columbus, 
Grand  Rapids,  Indianapolis,  Louisville,  Milwaukee,  Minneapo- 
lis, St.  Louis,  St.  Paul,  and  Toledo,  who,  after  protracted  discus- 
sion, issued  the  following  *'  call  for  a  Monetary  Convention  of 
business  men :" 

The  representatives  of  the  Board  of  Trade,  of  the  Chamber  of 
Commerce  and  similar  commercial  bodies  of  the  cities  of  Chicago,  St. 
Louis,  Cincinnati,  Milwaukee,  Minneapolis,  St.  Paul,  Louisville, 
Columbus,  Cleveland,  Toledo,  Grand  Rapids  and  Indianapolis,  in 
conference   assembled   at  the   City   of   Indianapolis  on  the  ist  day 
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of  December,  1896,  after  due  deliberation,  do  hereby  call  a  non- 
partisan convention  to  meet  at  the  city  oi  Indianapolis,  on  the  12th 
day  of  January,  1897,  to  be  composed  of  representative  business  men, 
chosen  from  boards  of  trade,  chambers  of  commerce,  commercial  clubs 
or  other  similar  commercial  bodies,  in  cities  of  eight  thousand  or  more 
inhabitants,  according  to  the  census  of  1890,  the  basis  of  representa- 
tion to  be  tabulated  and  in  accordance  with  the  population  of  said 
cities,  for  the  purpose  of  considering  and  suggesting  such  legislation 
as  may,  in  their  judgment,  be  necessary  to  place  the  currency  system 
of  the  country  upon  a  sound  and  permanent  basis.  In  behalf  of  this 
call,  the  conference  submits  that  the  fact  that  necessity  for  such  legis- 
lation exists  is  generally  conceded  by  business  men. 

It  is  the  right  and  the  duty  of  the  business  men  of  the  nation,  in  a 
matter  of  such  vital  business  concern,  to  render  to  this  cause  all  the 
aid  which  their  experience  and  knowledge  can  afford.  These  owe  it 
to  themselves,  as  citizens  of  the  republic,  and  as  a  matter  of  business 
self-preservation,  to  participate  actively,  and,  we  believe,  efficiently  in 
this  movement.  The  business  men  have  been  accused  of  neglect  of 
political  duties.  In  ordinary  times  there  may  be  some  foundation  for 
this  charge,  but  at  every  critical  juncture  in  the  history  of  our  country, 
when  the  nation's  prosperity,  honor  or  general  welfare  was  seriously  in 
danger,  they  have,  in  the  spirit  of  enlightened  patriotism,  risen  to  the 
full  measure  of  their  duty ;  and  we  believe  that  the  painful  experience 
of  the  country  under  the  existing  laws  on  the  subject  of  the  currency 
admonishes  the  business  men  that  we  have  reached  a  point  where  it  is 
their  duty  to  take  an  active  part  in  helping  to  solve  the  great  questions 
involved. 

And  we  have  a  right  to  believe  that  a  convention  composed  of 
broadminded  and  enlightened  business  men,  so  earnest  in  the  pursuit 
of  truth  that  party  considerations  will  be  forgotten,  convening  in  the 
spirit  of  enlightened  patriotism,  can  and  will  do  much  in  helping  for- 
ward a  wise  and  sound  solution  of  the  currency  question. 

We  are  also  justified,  in  the  light  of  the  recent  presidential  election, 
in  saying  that  the  voters  of  the  nation  are  opposed  to  any  plan  of  cur- 
rency reform  involving  the  use  of  any  money  which  will  place  in  jeop- 
ardy the  honor  or  the  credit  of  our  country. 

Accepting  these  as  conclusions  from  the  recent  manifestations  of 
public  opinion,  we  cordially  and  earnestly  invite  your  organization  to 
choose  and  send  with  proper  credentials  ....  of  your  representative 
business  men  to  the  proposed  convention.  Please  appoint  only  those 
who  will  attend,  and  report  the  names  of  your  delegates  as  soon  as 
practicable,  to  H.  H.  Hanna,  Chairman  of  Executive  Committee, 
Indianapolis,  Indiana.     Respectfully: 

Cincinnati  Chamber  of  Commerce,  represented  by  M.  E.  Ingalls, 
Herman  Goepper,  W.  Cooper  Procter. 

Chicago  Board  of  Trade,  represented  by  H.  F.  Dousman,  B.  A. 
Eckhart,  P.  B.  Weare. 
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Cleveland  Chamber  of  Commerce,  represented  by  J.  G.  W.  Cowles, 
E.  A.  Angell. 

Columbus  Board  of  Trade,  represented  by  Joseph  H.  Outhwaite, 
William  Burdell,  Charles  H.  Linderberg. 

Grand  Rapids  Board  of  Trade,  represented  by  N.  A.  Fletcher, 
William  H.  Anderson. 

Indianapolis  Board  of  Trade,  represented  by  H.  H.  Hanna,  E.  B. 
Martindale,  George  G.  Tanner. 

Indianapolis  Commercial  Club,  represented  by  John  T.  Brush, 
Louis  Hollweg,  Herman  Lieber. 

Louisville  Board  of  Trade,  represented  by  Augustus  E.  Willson. 

Milwaukee  Chamber  of  Commerce,  represented  by  F.  H.  Madge- 
burg,  H.  L.  Palmer. 

Minneapolis  Board  of  Trade,  represented  by  T.  B.  Walker,  Joseph 
U.  Barnes,  Henry  Hill. 

St.  Louis  Merchants'  Exchange,  represented  by  E.  O.  Stanard, 
Clark  H.  Sampson,  James  Campbell. 

St.  Paul  Chamber  of  Commerce,  represented  by  E.  V.  Smalley. 

Toledo  Produce  Exchange,  represented  by  Denison  B.  Smith. 

On  January  12,  1897,  the  Convention  assembled.  Twenty- 
six  states  and  the  District  of  Columbia  sent  delegates.  More 
than  one  hundred  cities  were  represented  by  their  leading  and 
representative  business  men.  In  all  there  were  about  three  hun- 
dred registered  members  of  the  Convention. 

The  session  lasted  two  days,  during  which  free  and  full  dis- 
cussion was  had,  and,  as  an  expression  of  the  will  of  the  Conven- 
tion, the  following  resolutions  were,  with  the  exception  of  three 
votes,  unanimously  agreed  upon,  viz.: 

This  convention  declares  that  it  has  become  absolutely  necessary 
that  a  consistent,  straightforward,  and  deliberately  planned  monetary 
system  shall  be  inaugurated,  the  fundamental  basis  of  which  should  be : 
First,  that  the  present  gold  standard  should  be  maintained ;  second, 
that  steps  should  be  taken  to  insure  the  ultimate  retirement  of  all  classes 
of  United  States  notes  by  a  gradual  and  steady  process,  and  so  as  to 
avoid  injurious  contraction  of  the  currency,  or  disturbance  of  the  busi- 
ness interests  of  the  country,  and  that  until  such  retirement  provision 
should  be  made  for  a  separation  of  the  revenue  and  note-issue  depart- 
ments of  the  Treasury;  third,  that  a  banking  system  be  provided  which 
should  furnish  credit  facilities  to  every  portion  of  the  country  and  a 
safe  and  elastic  circulation,  and  especially  with  a  view  of  securing  such 
a  distribution  of  the  loanable  capital  of  the  country  as  will  tend  to 
equalize  the  rates  of  interest  in  all  parts  thereof.  For  the  purpose  of 
effectively  promoting  the  above  objects : 
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Resolvedy  That  fifteen  members  of  this  convention  be  appointed  by 
the  chairman  to  act  as  an  Executive  Committee  while  this  conven- 
tion is  not  in  session,  with  full  powers  of  this  convention.  The  Exec- 
utive Committee  shall  have  the  power  to  increase  its  membership  to 
any  number  not  exceeding  forty-five,  and  five  members  thereof  shall 
at  all  times  constitute  a  quorum  of  said  committee. 

The  Executive  Committee  shall  have  special  charge  of  the  solicita- 
tion, receipt,  and  disbursement  of  contributions  voluntarily  made  for 
all  purposes;  shall  have  power  to  call  this  convention  together  again 
when  and  where  it  may  seem  best  to  said  committee  to  do  so,  and  said 
committee  shall  continue  in  office,  with  power  to  fill  vacancies,  until 
discharged  at  a  future  meeting  of  this  convention. 

Resolved^  That  it  shall  be  the  duty  of  this  Executive  Committee  to 
endeavor  to  procure  at  the  special  session  of  Congress,  which  it  is 
understood  will  be  called  in  March  next,  legislation  calling  for  the 
appointment  of  a  Monetary  Commission  by  the  president  to  consider 
the  entire  question,  and  to  report  to  Congress  at  the  earliest  day 
possible. 

Or,  failing  to  secure  the  above  legislation,  they  are  hereby  author- 
ized and  empowered  to  select  a  commission  of  eleven  members,  accord- 
ing to  the  rules  and  plans  set  forth  in  the  suggestions  submitted  to  the 
convention  by  Mr.  Hanna,  of  Indianapolis,  as  follows : 

Article  i.  The  Commission  shall  consist  of  eleven  members  to  be 
named  by  the  Executive  Committee  appointed  by  this  convention. 
The  Executive  Committee  shall  have  power  to  fill  vacancies  in  the 
Commission  as  they  may  occur. 

Art.  2.  The  first  meeting  of  the  Commission  shall  be  held  at  a 
time  and  place  to  be  designated  by  the  Executive  Committee  of  this 
convention  in  a  call  to  be  issued  therefor,  and  at  such  meeting  the 
Commission  shall  organize  by  the  election  of  such  officers  and  the 
adoption  of  such  rules  and  by-laws  for  its  own  government  as  may  be 
agreed  by  a  majority  of  its  members,  and  thereafter  it  shall  be  gov- 
erned by  such  rules  and  by-laws  subjects  to  these  articles. 

Art.  3.  All  rules  and  by-laws  of  the  Commission,  and  all  its  pro- 
ceedings, shall  be  directed  towards  the  accomplishment  of  the  objects 
of  its  creation,  which  is  to  make  a  thorough  investigation  of  the 
monetary  affairs  and  needs  of  this  country,  in  all  relations  and  aspects, 
and  to  make  appropriate  suggestions  as  to  any  evils  found  to  exist  and 
the  remedies  therefor,  and  no  limit  is  placed  upon  the  scope  of  such 
inquiry,  or  the  manner  of  conducting  the  same,  excepting  only  that 
the  expenses  thereof  shall  not  exceed  the  sum  set  apart  for  such  pur- 
pose by  the  Executive  Committee. 

Art.  4.  The  Executive  Committee  of  this  convention  shall  use  so 
much  of  the  voluntary  contributions  made  to  it  as  may  be  available  for 
that  purpose,  to  defray  all  necessary  expenses  of  the  Commission,  and 
shall  notify  the  Commission  from  time  to  time  of  the  amount  so  avail- 
able, in  order  that  it  may  regulate  its  expenditures  accordingly,  and  no 
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liability  shall  attach  to  said  committee  or  to  this  convention  beyond 
the  amount  so  notified. 

Art.  5.  When  the  labors  of  this  Commission  have  been  completed 
as  far  as  practicable,  the  Executive  Committee,  if  it  deem  it  advisable, 
shall  issue  a  call  to  bring  this  convention  together  again  at  a  time  and 
place  designated  in  such  call,  and  at  the  meetings©  convened  the  Com- 
mission shall  make  report  of  its  doings  and  suggestions  in  such  man- 
ner and  form  as  it  shall  deem  best  adapted  to  present  the  same  to  this 
convention  and  its  members  for  action,  and,  if  legislation  is  deemed 
advisable,  shall  accompany  such  report  with  a  draft  of  such  bill  or  bills 
providing  for  such  legislation. 

Resolvedy  That  all  resolutions  and  communications  as  to  methods 
of  currency  reform  which  have  been  presented  to  this  convention  be 
referred  to  such  Commission  when  formed. 

Pursuant  to  this  expressed  will  of  the  Convention,  the  Hon, 
C.  Stuart  Patterson  of  Philadelphia,  President  of  the  Conven- 
tion, appointed  for  an  Executive  Committee,  the  following,  viz.: 

II.  H.  Hanna,  Indianapolis,  Ind.,  Chairman. 

M.  L.  Crawford,  Dallas,  Texas. 

W.  B.  Dean,  St.  Paul,  Minn. 

J.  W.  Fries,  Salem,  N.  C. 

J.  F.  Hanson,  Macon,  Ga. 

C.  C.  Harrison,  Philadelphia,  Pa. 

Rowland  Hazard,  Peace  Dale,  R.  I. 

J.  P.  Irish,  San  Francisco,  Cal. 

H.  H.  Kohlsaat,  Chicago,  111. 

J.  J.  Mitchell,  Chicago,  111. 

A.  E.  Orr,  New  York,  N.  Y. 

G.  F.  Peabody,  New  York,  N.  Y. 

T.  C.  Power,  Helena,  Mont. 

E.  O.  Stanard,  St.  Louis,  Mo. 

A.  E.  Willson,  Louisville,  Ky. 

Subsequently,  in  accordance  with  the  authority  conferred  by 
the  resolution  under  which  it  was  appointed,  the  Executive 
Committee  added  to  its  numbers  the  following: 

Henry  C.  Payne,  Milwaukee,  Wis. 
W.  R.  Trigg,  Richmond,  Va. 
E.  B.  Stahlman,  Nashville,  Tenn. 
Eugene  Levering,  Baltimore,  Md. 
Chas.  C.  Jackson,  Boston,  Mass. 
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Samuel  Hill,  Minneapolis,  Minn. 
John  B.  Henderson,  Washington,  D.  C. 
N.  A.  Fletcher,  Grand  Rapids,  Mich. 
W.  C.  Cornwell,  Buffalo,  N.  Y. 

Following  the  instructions  of  the  Convention,  the  Executive 
Committee  selected  a  Commission  composed  of  George  F. 
Edmunds  of  Vermont,  Charles  S.  Fairchild  of  New  York, 
C.  Stuart  Patterson  of  Pennsylvania,  John  W.  Fries  of  North 
Carolina,  Thomas  G.  Bush  of  Alabama,  George  E.  Leighton  of 
Missouri,  Stuyvesant  Fish  of  New  York,  William  B.  Dean  of 
Minnesota,  Robert  S.  Taylor  of  Indiana,  J.  Laurence  Laughlin 
of  Illinois,  and  Louis  A.  Garnett  of  California. 

The  Commission  thus  appointed  held  its  first  meeting  Sep- 
tember 22,  1897,  2tt  3  p.m.,  in  Washington,  D.  C,  and  organized 
by  electing  George  F.  Edmunds  chairman  and  George  E.  Leigh- 
ton  vice  chairman.  At  the  same  time  L.  Carroll  Root  and  H. 
Parker  Willis  were  selected  as  Assistants  to  the  Commission. 
Committees  were  appointed  as  follows  : 

Metallic  Banking  Demand  obligations 

cunency  system  of  the  government 

Mr.  Patterson  Mr.  Fairchild  Mr.  Taylor 

Mr.  Garnett  Mr.  Bush  Mr.  Fish 

Mr.  Laughlin  Mr.  Dean  Mr.  Fries 

Mr.  Laughlin  Mr.  Edmunds 

Mr.  Leighton 

Sessions  were  subsequently  held  daily  until  September  29, 
when  an  adjournment  until  October  1 1  was  taken. 

At  the  meeting  of  Wednesday,  September  29,  the  following 
set  of  interrogatories  was  adopted  and  ordered  printed,  together 
with  a  circular  letter  signed  by  the  Chairman,  and  supplied  to 
the  members  of  the  Commission,  to  be  sent  to  such  experts  as 
they  might  think  fit. 

METALLIC    CURRENCY. 

I.  Should  or  should  not  the  silver  dollars  and  silver  certificates  be 
redeemed  on  demand  in  gold  ?  If  redeemed,  what  reserve  should  be 
provided,  and  how? 
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2.  What  in  your  judgment  would  be  the  probable  amount  of  silver 
dollars  and  silver  certificates  presented,  if  direct  redemption  were 
enacted  ? 

3.  To  insure  the  permanent  inviolability  of  the  gold  standard, 
what  legislative  measures  would  you  recommend  ? 

4.  For  the  purpose  of  facilitating  the  use  of  existing  silver  cur- 
rency, what  do  you  recommend  as  the  smallest  denomination  of 
United  States  notes  and  bank  notes  which  should  be  put  into  circula- 
tion? 

DEMAND   OBLIGATIONS. 

1 .  Do  you  consider  that  there  are  any  dangers  arising  from  allowing 
the  United  States  notes  to  remain  as  a  permanent  part  of  our  circula- 
tion? 

2.  On  what  grounds,  if  any,  would  you  favor  the  gradual  but  entire 
withdrawal  of  the  Treasury  notes  of  1890  and  of  the  United  States 
notes  ? 

3.  If  it  shall  be  decided  to  retire  the  United  States  notes,  how  can 
it  be  done  without  adding  to  our  bonded  debt  ? 

4.  How,  in  that  case,  can  provision  be  made  for  maintaining  an 
adequate  amount  of  currency  available  for  purposes  of  business? 

5.  If  it  be  thought  inexpedient  to  fund  the  United  States  notes, 
how  can  they  be  redeemed  with  an  assurance  that  bank  currency  will 
take  their  place? 

6.  Meanwhile,  what  security  or  gold  reserves  would  you  recom- 
mend? 

7.  In  case  provision  should  be  made  for  the  retirement  of  United 
States  notes,  how  could  their  presentation  for  redemption  be  best 
secured  ? 

8.  Should  Government  issues  be  withdrawn  only  as  bank  notes  are 
put  out  ?  That  is,  if  an  elastic  system  of  bank  issues  should  be 
adopted,  would  it  be  desirable  to  define  and  maintain  any  given 
quantity  of  circulation  ? 

9.  Would  the  banks  in  fact  furnish  the  currency  which  the  coun- 
try needs,  if  the  Government  notes  were  withdrawn  ? 

BANKING. 

1.  Is  it  possible  to  rely  upon  national  bonds  as  security  for  bank 
note  issues  ? 

2.  Can  any  safe  and  practicable  plan  be  devised  for  using  any 
other  security  as  a  basis  for  bank  note  issues  ? 

3.  If  bonds  should  be  used  exclusively  as  a  basis  for  issues,  would 
it  be  possible  thereby  to  secure  an  elastic  note  circulation  ? 

4.  If  bank  note  issues  be  based  exclusively  on  assets  of  the  bank, 
is  the  nature  and  extent  of  the  security  such  as  effectually  to  protect 
the  note  holder  ?    What  limit  should  be  set  to  such  note  issues  ? 
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5.  Since  bank  assets  (including  stockholders'  liabilities,  etc.),  must 
be  the  means  of  ultimate  redemption  of  such  issues,  what  funds 
would  you  deem  necessary  to  be  held  as  a  cash  reserve  for  the  imme- 
diate redemption  of  the  notes ;  and  in  what  form  ;  and  in  whose 
hands  ? 

6.  In  case  of  notes  based  on  bank  assets,  what  means  can  you  sug- 
gest to  obtain  and  preserve  a  high  character  of  discounts  ? 

7.  Can  any  watchfulness  of  other  banks  connected  by  locality  or 
business  connections  be  brought  to  bear  on  a  bank  to  prevent  bad 
banking  ?  Can  such  a  scheme  be  devised  as  in  cities  where  Clearing 
House  Associations  detect  and  punish  weakness,  by  which  country 
banks  can  be  guarded  ? 

8.  What  plan  of  examination  and  inspection  would  you  recom- 
mend? 

9.  What  methods  would  you  suggest  by  which  uniformity  of  note 
issues  based  on  assets  could  be  secured  throughout  the  country  ?  If 
by  redemption,  state  where  and  how? 

10.  What,  if  anything,  beyond  provision  for  immediate  redemp- 
tion is  needed  for  securing  the  elasticity  of  note  issues  in  periods 
of  normal  business  ? 

11.  In  times  of  panic  or  sudden  stringency,  how  would  you  pro- 
vide for  additional  issues  by  the  banks  to  enable  them  to  continue  dis- 
counts and  prevent  commercial  distress  ? 

12.  Of  what  should  the  bank  reserves  consist  ? 

13.  Should  any  National  bank  be  permitted  to  pay  interest  on  the 
current  deposits  of  other  banks  ? 

14.  Should  deposits  of  country  banks  in  reserve  cities  be  author- 
ized to  be  counted  as  a  part  of  the  required  reserve  ? 

15.  What  should  be  the  ^minimum  limit  of  capital  for  National 
banks  ? 

16.  Should  the  existing  ten  per  cent,  tax  on  State  bank  notes  be 
repealed  ? 

17.  Should  any  National  bank  be  permitted  to  establish  branches 
under  its  single  management  ?     If  so,  under  what  limitations,  if  any  ? 

18.  Should  branch  banks  be  obliged  to  redeem  the  notes  of  the 
parent  bank  and  of  other  branches  ? 

19.  Should  branch  banks  be  required  to  maintain  any  specified 
proportion  of  reserves  to  liabilities,  independent  of  regulations  for 
the  general  accounts  of  the  parent  bank  ? 

On  October  1 1,  the  Commission  reconvened  and  sessions  were 
held  daily  until  October  22,  when  an  adjournment  was  taken 
to  Wednesday,  November  3.  Sessions  were  held  daily  from 
November  3  to  November  13,  an  adjournment  being  then  taken 
to  November  17.  Upon  reconvening  on  November  17,  the 
Commission  continued  in  session  during  the  i8th  and  19th,  and 
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took  an  adjournment  to  December  15,  reconvening  on  that 
date  and  continuing  in  session  during  December  16  and  17, 
adjourning  upon  the  latter  date  sine  die. 

At  the  session  of  Friday,  December  17,  a  preliminary  report, 
stating  the  results  of  its  labors,  was  adopted  by  the  Commis- 
sion. This  was  given  to  the  public  on  January  3,  1898.*  A  few 
days  later,  a  bill  embodying  the  recommendations  of  the  report' 
was  introduced  in  the  House  of  Representatives  by  Representa- 
tive Overstreet  of  Indiana.  On  January  12,  the  Committee  on 
Banking  and  Currency  listened  to  arguments  in  defense  of  the 
measure  from  Senator  Edmunds  and  Messrs.  Fairchild,  Taylor, 
Fries,  and  Bush. 

The  Indianapolis  Monetary  Convention  was  reconvened 
January  25,  1898.  At  this  session,  the  Executive  Committee 
made  the  following  report : 

In  accordance  with  the  general  resolutions  adopted  in  the  last 
convention,  President  Patterson  appointed  an  Executive  Committee 
of  fifteen  members,  charging  it  to  act  for  the  convention  when  not  in 
session  and  to  execute  the  will  of  the  convention  as  expressed  in  the 
general  resolutions. 

Faithful  to  its  trust,  the  Committee  assembled  in  Washington  and 
presented  its  plan  to  the  Administration.  An  appeal  was  made  to 
the  Congress  seeking  authority  for  the  President  to  appoint  a  Con- 
gressional Commission  to  consider  the  entire  subject  of  our  financial 
organization  and  make  recommendation  for  improvement  therein. 

President  McKinley  sent  a  special  message  to  Congress  in  support 
of  your  Committee's  appeal,  and  the  members  of  the  Committee  are 
pleased,  in  justice  to  the  President,  to  report  that  the  President's  sup- 
port was  full,  earnest,  and  steadfast,  of  the  Committee's  effort  to  secure 
legislation  for  the  establishment  of  a  Congressional  Commission. 

Representative  C.  W.  Stone,  of  Pennsylvania,  introduced  a  bill  into 
the  House  in  response  to  the  President's  message,  which  was  passed, 
but  the  measure  was  not  successful  in  the  Senate.  Congress  adjourn- 
ing without  action,  the  Executive  Committee  proceeded  further  in  its 
prescribed  duty  and  chose  a  Commission  of  eleven  members  to  make 
a  thorough  investigation  of  the  monetary  affairs  and  needs  of  the 
country  in  all  relations  and  aspects,  and  to  make  appropriate  sugges- 
tions as  to  any  evils  found  to  exist  and  the  remedies  therefor. 

The  members  of  the  Commission,  at  great  sacrifice  of  their  time 
and  at  serious  loss  to  their  private  business  affairs,  patriotically  and 
faithfully  labored  to  accomplish  the  task  imposed  upon  them. 

*  See  pp.  20-59.  ■  Sec  pp.  59-74. 
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The  Executive  Committee  is  pleased  to  report  to  the  Convention 
that  the  Commission  has  concluded  its  labor  and  submitted  a  report 
and  plan,  together  with  a  memorandum  bill,  which  embodies  the 
recommendations  suggested  in  its  plan. 

Congressman  Overstreet,  of  Indiana,  has  introduced  into  Congress 
in  substance  the  bill  recommended  by  the  Commission,  and  it  has 
been  referred  to  the  Committee  on  Banking  and  Currency  for  investi- 
gation and  report. 

Copies  of  the  report  of  the  Commission,  its  memorandum  bill,  the 
bill  introduced  by  Congressman  Overstreet,  and  the  report  of  the 
first  meeting,  can  be  found  in  the  chairs. 

The  members  of  the  Executive  Committee  desire  to  express  their 
deep  sense  of  gratitude  for  the  unlimited  encouragement  and  support 
they  have  received  at  the  hands  of  their  fellow  delegates  in  the  con- 
vention and  at  the  hands  of  the  general  public,  and  now  that  the 
duties  delegated  to  them  have  been  performed,  pray  that  they  be 
further  instructed  or  discharged  from  service. 

The  Committee  on  Resolutions  presented,  and  the  delegates 
in  convention,  without  dissent,  adopted,  the  following  resolu- 
tions, endorsing  the  report  and  plan  of  the  Commission : 

Resolved^  That  this  Convention  recognizes  its  obligations  to  the 
Executive  Committee  selected  under  the  resolutions  of  January  15, 
1897,  for  the  thorough  and  able  manner  in  which  they  have  discharged 
the  duties  devolved  upon  them  by  those  resolutions. 

They  deserve  the  highest  commendation  for  their  determined 
effort  to  obtain  an  Act  of  Congress  providing  for  the  selection  of  a 
Monetary  Commission,  to  which  the  duty  should  be  entrusted  of  devis- 
ing the  best  means  of  securing  a  wise  and  stable  currency  system 
through  legislative  enactment. 

As  the  Congress  did  not  adopt  a  law  for  the  appointment  of  such 
a  Commission,  the  Executive  Committee,  in  pursuance  of  the  authority 
conferred  by  the  Convention,  proceeded  to  make  such  a  selection, 
consisting  of  men  from  different  sections  of  the  country,  and  from  dif- 
ferent walks  in  life,  who  were  well  fitted  by  their  ability,  their  experi- 
ence, and  their  high  character,  to  deal  with  this  most  important  subject. 

The  Convention  recognizes  with  gratification  the  wise  and  able 
manner  in  which  the  Monetary  Commission  have  dealt  with  the  sub- 
ject, and  find  in  their  work  the  elements  of  a  system  calculated  to  be 
of  inestimable  benefit  to  the  country. 

We  most  cordially  approve  of  the  plan  of  currency  reform  sub- 
mitted by  the  Monetary  Commission,  in  the  belief  that  if  enacted  into 
law  it  would  accomplish,  as  far  as  possible,  the  results  contemplated  by 
the  Commission,  as  set  out  in  the  following  propositions  : 

I.  To  remove,  at  once  and  forever,  all  doubt  as  to  what  the  stan- 
dard of  value  in  the  United  States  is,  and  is  to  be. 
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2.  To  establish  the  credit  of  the  United  States  at  the  highest  point 
among  the  nations  of  the  world. 

3.  To  eliminate  from  our  currency  system  those  features  which  rea- 
son and  experience  show  to  be  elements  of  weakness  and  danger. 

4.  To  provide  a  paper  currency  convertible  into  gold  and  equal  to 
it  in  value  at  all  times  and  places,  in  which,  with  a  volume  adequate  to 
the  general  and  usual  needs  of  business,  there  shall  be  combined  a 
quality  of  growth  and  elasticity,  through  which  it  will  adjust  itself 
automatically  and  promptly  to  all  variations  of  demand,  whether  sud- 
den or  gradual ;  and  which  shall  distribute  itself  throughout  the  coun- 
try as  the  wants  of  different  sections  may  require. 

5.  To  so  utilize  the  existing  silver  dollars  as  to  maintain  their 
parity  with  gold  without  imposing  undue  burdens  on  the  Treasury. 

6.  To  avoid  any  injurious  contraction  of  the  currency. 

7.  To  avoid  the  issue  of  interest-bearing  bonds,  except  in  case  of  an 
unlooked-for  emergency ;  but  to  confer  the  power  to  issue  bonds  when 
necessary  for  the  preservation  of  the  credit  of  the  government. 

8.  To  accomplish  these  ends  by  a  plan  which  would  lead  from 
our  present  confused  and  uncertain  situation  by  gradual  and  pro- 
gressive steps,  without  shock  or  violent  change,  to  a  monetary  system 
which  will  be  thoroughly  safe  and  good,  and  capable  of  growth  to  any 
extent  that  the  country  may  require. 

These  declarations,  and  the  plan  which  follows,  are  honest  in  pur- 
pose; they  are  sound  in  business  principle;  they  are  adapted  to  the 
needs  and  wants  of  the  whole  people ;  they  are  wisely  safeguarded 
against  undue  contraction  of  the  currency  on  the  one  hand,  or  its 
perilous  expansion  on  the  other.  We  believe  their  enactment  into  law 
would  stimulate  hopefulness,  inspire  confidence,  and  conduce  to  a 
sense  of  safety  that  would  be  the  forerunner  of  unexampled  national 
growth  and  prosperity. 

Approving  of  the  expressed  purposes  of  the  Commission,  and  of  its 
plan,  we  do  most  earnestly  and  cordially  commend  it  to  our  fellow- 
citizens  as  worthy  of  their  approval  and  adoption,  and  we  urge  upon 
the  Congress  of  the  United  States  that  the  principles  embodied  by  the 
Commission  in  their  report  should  be  enacted  into  law,  with  the 
belief  and  expectation  that  the  effect  would  be  to  secure  a  solid,  sub- 
stantial, and  stable  financial  system  that  would  redound  to  the  credit 
of  the  country  and  insure  a  state  of  prosperity  that  cannot  be  achieved 
unless  there  is  a  system  of  finance  the  integrity  and  adaptability  of 
which  cannot  be  questioned  or  gainsaid. 

That  in  the  opinion  of  this  Convention  it  is  the  duty  of  every  citi- 
zen to  urge  upon  his  representative  in  Congress  the  adoption  of  such 
legal  enactments  as  will  carry  into  effect  the  recommendations  of  the 
Monetary  Commission. 

Existing  conditions  are  propitious  for  effort  in  the  direction  of 
currency  reform.  General  and  able  discussion  has  induced  earnest 
and  sober  thought  and  turned  the  minds  of  men  from  fallacies  and 
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delusions  to  that  which  was  sound  and  wholesome.  The  high  prices  of 
many  of  our  agricultural  and  manufacturing  products,  the  inflowing  of 
gold,  and  the  improvement  in  business  have  gone  far  toward  allaying 
that  feeling  of  discontent  and  unrest  which  was  so  disturbing  and  so 
full  of  menace  but  a  short  time  ago.  Never  before  has  public  senti- 
ment been  in  so  healthy  a  state  upon  this  subject  as  is  now  becoming 
generally  prevalent. 

The  time  has  now  come  when  the  prospects  for  the  establishment 
of  the  ^old  standard  upon  a  firm  and  enduring  basis  are  brightening 
and  encouraging.  The  people  want  a  note  currency  which  shall  be  as 
good  as  gold.     This  movement  proposes  to  bring  about  that  result. 

The  people  want  "  a  volume  of  currency  adequate  to  the  general 
and  usual  needs  of  business''  ''with  a  quality  of  growth  and  elasticity 
through  which  it  will  adjust  itself  automatically  and  promptly  to  all 
variations  of  demand,  whether  sudden  or  gradual.'' 

These  ends  are  not  only  within  the  scope  of  what  is  contemplated, 
but  are  the  direct  objects  intended  to  be  gained  by  the  plan  of  the 
Monetary  Commission. 

The  people  of  the  Western  and  Southern  states  wish  the  note 
issues  so  distributed  that  the  scarcity  of  currency  will  no  longer 
hamper  and  distress  them  in  their  business  operations. 

A  method  is  proposed  whereby  their  wants  can  be  supplied,  and 
their  just  demands  can  be  complied  with. 

We  appeal  to  them — we  appeal  to  all  patriotic  citizens  to  unite 
with  us  in  an  earnest  and  determined  effort  to  secure  from  Congress 
such  legislation  as  will  wisely  but  surely  eventuate  in  bringing  about 
sound  financial  methods,  and  in  building  up  and  establishing  confi- 
dence, security,  and  safety  in  business  transactions  and  in  the  owner- 
ship and  value  of  property. 

That  the  Executive  Committee  be  continued,  with  power  and 
authority  to  add  to  their  number  and  to  fill  any  vacancies  which  may 
occur,  and  also  with  power  and  authority  to  adopt  such  measures  for 
procuring  the  needed  legislation  from  Congress  as  they,  in  their  judg- 
ment, may  deem  advisable  and  expedient. 

The  Executive  Committee  offered,  and  the  delegates  unani- 
mously adopted,  the  following  expression  appreciative  of  the 
services  of  the  Commissioners : 

This  resolution  of  the  Indianapolis  Monetary  Convention,  of  Janu- 
ary 1898,  of  representatives  of  the  business  men  and  business  interests 
of  the  United  States,  chosen  by  the  Boards  of  Trade  and  other  repre- 
sentative commercial  organizations,  makes  this  public  testimony  and 
record  of  the  very  earnest  appreciation  and  gratitude,  which  all  the 
business  men  whom  we  represent,  and  this  Convention  and  each  of  its 
members  feel,  and  by  this  resolution  witness,  to  Hon.  George  F. 
Edmunds,  George  E.  Leighton,  T.  G.  Bush,  W.  B.  Dean,  Charles  S. 
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Fairchild,  Stuyvesant  Fish,  J.  W.  Fries,  Louis  A.  Garnett,  J.  Laurence 
Laughlin,  C.  Stuart  Patterson,  and  Robert  S.  Taylor,  members  of  the 
Monetary  Commission  chosen  under  the  resolution  of  the  Indianapolis 
Convention  of  1897,  for  the  splendid  usefulness  to  our  country  and  to 
mankind  of  their  report  upon  the  conditions,  faults,  and  dangers,  of 
our  present  laws,  regulations  and  customs  governing  the  currency, 
banking,  and  standard  of  value  of  the  United  States  of  America,  and 
their  plan  for  the  changes  recommended.  They  have  given  to  their 
country,  without  any  compensation  or  reward,  except  the  consciousness 
of  duty  well  and  faithfully  done,  many  months  of  arduous  and  priceless 
work,  investigation,  thought  and  study,  at  great  sacrifice  by  each  of 
them,  in  absence  from  home  and  invaluable  time  needed  for  their  own 
serious  and  important  duties,  and  we  declare  our  earnest  conviction 
that  there  has  never  been  in  the  history  of  our  country  a  body  of  men 
more  truly  representative  of  all  that  is  best  in  American  life,  manhood, 
patriotism,  and  intelligence,  nor  one  that  undertook,  and  fulfilled  a 
great  task  for  the  general  welfare  in  a  spirit  of  more  unselfish  devotion 
to  our  country. 

Their  report  and  plan  which  so  fully  cover  the  wide  and  compli- 
cated field  of  the  duties  entrusted  to  them  is  such  a  model  of  brevity, 
clearness,  wisdom,  and  practical  common  sense,  and  is  so  rich  in  great, 
wise  and  just  recommendation,  rising  so  far  above  all  personal  prefer- 
ences, limitations  and  theories  in  the  wide  scope  of  its  beneficent  plans 
and  purposes,  that  we  feel  it  due  to  all  whom  we  represent  and  to  our- 
selves, even  as  it  is  to  them,  to  make  this  public  acknowledgment  of 
our  profound  appreciation  and  never  ceasing  gratitude. 

Resolved^  That  a  copy  of  this  resolution,  suitably  engrossed  and 
bound,  be  sent  to  each  member  of  the  Commission,  as  a  token  of  this 
Convention's  sense  of  their  country's  great  debt  to  them  and  to  each 
of  them. 


The  Commission  wish  to  record  here  their  high  appreciation  of  the 
intelligent  services  of  the  Assistants  to  the  Commission,  Messrs.  L. 
Carroll  Root  and  H.  Parker  Willis,  in  the  preparation  of  this  Report. 
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PEELIMINAEY  EEPOET 

To  THE  Executive  Committee  of  the 

Indianapolis  Monetary  Convention: 

The  Commission  appointed  by  you  under  the  resolutions 
adopted  by  the  Indianapolis  Monetary  Convention  on  1 5th  Jan- 
uary, 1897,  with  a  request  **  to  make  a  thorough  investigation  of 
the  monetary  affairs  and  needs  of  the  country  in  all  relations 
and  aspects,  and  to  make  proper  suggestions  as  to  the  evils 
found  to  exist  and  the  remedies  therefor,"  respectfully  reports 
that  the  members  thereof  met  at  Washington  on  the  2  2d  day  of 
September,  1897,  ^^^  organized  by  the  election  of  George  F. 
Edmunds,  as  chairman,  and  George  E.  Leighton,  as  vice  chair* 
man. 

The  resolutions  adopted  by  the  Indianapolis  Monetary  Con- 
vention declare  **  that  it  has  become  absolutely  necessary  that  a 
consistent,  straightforward,  and  deliberately-planned  monetary 
system  shall  be  inaugurated,  the  fundamental  basis  of  which 
should  be :  first,  that  the  present  gold  standard  should  be 
maintained ;  second,  that  steps  should  be  taken  to  insure  the 
ultimate  retrrement  of  all  classes  of  United  States  notes  by  a 
gradual  and  steady  process,  and  so  as  to  avoid  injurious  con- 
traction of  the  currency  or  disturbance  of  the  business  interests 
of  the  country,  and  that  until  such  retirement  provision  should 
be  made  for  a  separation  of  the  revenue  and  note-issue  depart- 
ments of  the  treasury ;  third,  that  a  banking  system  be  provided 
which  should  furnish  credit  facilities  to  every  portion  of  the 
country  and  a  safe  and  clastic  circulation,  and  especially  with  a 
view  of  securing  such  a  distribution  of  the  loanable  capital  of 
the  country  as  will  tend  to  equalize  the  rates  of  interest  in  all 
parts  thereof." 

We  have  accepted  those  principles  as  the  basis  of  our  action, 
not  only  because  they  are  the  instructions  of  the  body  of  citizens 
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by  whom  we  have  been  appointed,  but  also  because  they  meet 
the  approval  of  our  judgment. 

We  have  also  sought  and  received  the  counsel  of  many  of 
our  fellow  citizens  in  all  parts  of  the  country.  Their  com- 
munications, while  differing  in  some  respects,  have,  upon  the 
more  important  points,  presented  a  concurrence  of  opinion 
which  has  been  an  invaluable  aid  in  the  formation  of  our  con- 
clusions. 

We  submit,  for  the  reasons  hereinafter  stated,  a  plan  of  cur- 
rency reform,  in  the  hope  that  it  will,  if  enacted  into  law,  accom- 
plish, so  far  as  possible,  these  results : 

1.  To  remove,  at  once  and  forever,  all  doubt  as  to  what  the 
standard  of  value  in  the  United  States  is,  and  is  to  be. 

2.  To  establish  the  credit  of  the  United  States  at  the  highest 
point  among  the  nations  of  the  world. 

3.  To  eliminate  from  our  currency  system  those  features 
which  reason  and  experience  show  to  be  elements  of  weakness 
and  danger. 

4.  To  provide  a  paper  currency  convertible  into  gold  and 
equal  to  it  in  value  at  all  times  and  places,  in  which,  with  a 
volume  adequate  to  the  general  and  usual  needs  of  business, 
there  shall  be  combined  a  quality  of  growth  and  elasticity, 
through  which  it  will  adjust  itself  automatically  and  promptly 
to  all  variations  of  demand,  whether  sudden  or  gradual  ;  and 
which  shall  distribute  itself  throughout  the  country  as  the  wants 
of  different  sections  may  require. 

5.  To  so  utilize  the  existing  silver  dollars  as  to  maintain 
their  parity  with  gold  without  imposing  undue  burdens  on  the 
Treasury. 

6.  To  avoid  any  injurious  contraction  of  the  currency. 

7.  To  avoid  the  issue  of  interest-bearing  bonds,  except  in 
case  of  unlooked-for  emergency ;  but  to  confer  the  power  to 
issue  bonds  when  necessary  for  the  preservation  of  the  credit  of 
the  government. 

8.  To  accomplish  these  ends  by  a  plan  which  would  lead 
from  our  present  confused  and  uncertain  situation  by  gradual 
and  progressive  steps,  without  shock  or  violent  change,  to  a 
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monetary  system  which  will  be  thoroughly  safe  and  good,  and 
capable  of  growth  to  any  extent  that  the  country  may  require. 

We  cannot,  within  the  limits  of  this  preliminary  report,  go 
at  length  into  the  reasons  which  have  led  us  to  all  the  conclu- 
sions here  expressed.  A  statement  of  those  which  relate  to  the 
more  important  points  must  suffice.  Later  a  fuller  and  final 
report  will  be  presented. 

THE    FACTS    AS    TO   THE    CURRENCY. 

The  people  of  the  United  States  have  ten  different  forms  of 
currency :  gold  coins,  silver  dollars,  subsidiary  silver  coins, 
minor  coins,  gold  certificates,  silver  certificates.  United  States 
notes,  currency  certificates.  Treasury  notes  of  1890,  and  national 
bank  notes.  The  respective  qualities  of  each,  the  amounts  out- 
standing, the  amounts  in  the  Treasury,  the  amounts  in  circulation, 
and  the  respective  denominations  of  the  paper  currency,  were,  on 
1st  November,  1897,  as  follows: 

1.  Gold  coins  of  the  denominations  of  $20,  $10,  $5,  and 
{2.50,  weighing  25.8  grains  to  the  dollar  and  .900  fine.  They 
are  a  '*  legal  tender  in  all  payments  at  their  nominal  value  when 
not  below  the  standard  weight  and  limit  of  tolerance  provided 
by  law  for  the  single  piece,  and  when  reduced  in  weight  below 
such  standard  and  tolerance,  a  legal  tender  at  valuation  in  pro- 
portion to  their  actual  weight ;"  receivable  for  all  public  dues, 
and  formerly  exchangeable  for  gold  certificates.  Gold  bullion  is 
admitted  to  free  coinage.  The  Treasury  estimates  that  the  stock 
of  gold  in  the  country  is  $729,661,110,  of  which  $153,573,148 
(in  addition  to  $36,814,109  held  against  outstanding  gold  cer- 
tificates) are  held  by  the  Treasurer,  and  $195,895,107  are  held 
by  the  national  banks. 

2.  Standard  Silver  Dollars,  each  containing  412.5  graips 
of  standard  silver  .900  fine,  coined  for  government  account,  a 
**  legal  tender  at  their  nominal  value  for  all  debts  and  dues, 
public  and  private,  except  where  otherwise  expressly  stipulated 
in  the  contract ; "  receivable  for  all  governmental  dues,  and 
exchangeable  for  silver  certificates. 

From  1793  to   1873,  the  Mint  coined  silver  dollars  to  the 


24  REPORT  OF  THE  MONETARY  COMMISSION 

amount  of  $8,031,238.  From  1874  to  1878,  none  were  coined. 
The  act  of  28th  February,  1878,  required  not  less  than  two 
million  nor  more  than  four  million  dollars  worth  of  bullion  to 
be  purchased  monthly  and  coined  into  standard  silver  dollars. 

The  act  of  7th  August,  1882,  directs  the  Secretary  of  the 
Treasury  **  to  transport,  free  of  charge,  silver  coins  when 
requested  to  do  so,  provided  that  an  equal  amount  in  coin  or  cur- 
rency shall  have  been  deposited  in  the  Treasury  by  the  appli- 
cant." 

The  act  passed  on  19th  February,  1887,  which  became  a  law 
without  President  Cleveland's  approval,  on  3d  March,  1887, 
directed  that  "trade  dollars'*  received  at  the  Treasury  should  be 
coined  into  standard  dollars.  The  act  of  14th  July,  1890,  required 
four  million  five  hundred  thousand  ounces  of  fine  silver  bullion 
to  be  purchased  monthly  and  Treasury  notes  to  be  issued  in  pay- 
ment therefor.  The  act  of  ist  November,  1893,  repealed  the 
purchasing  clause  of  the  act  of  14th  July,  1890. 

Under  the  act  of  28th  February,  1878,  the  government  pur- 
chased 291,272,018  ounces  of  silver  at  a  cost  of  $308,279,260. 
Under  the  act  of  14th  July,  1890,  the  government  purchased 
168,674,682  ounces  at  an  average  price  per  fine  ounce  of 
$0.9244,  costing  $155,931,002.  The  government  coined  to  the 
1st  of  November,  1897,  ^452,713,792,  of  which  $392,715,014  are 
in  the  Treasury,  and  $60,196,778  are  in  circulation.  The  free 
transportation  of  the  silver  dollar  has  cost  $1,064,106.  The 
government  now  holds  115,361,079.54  ounces  of  silver  bullion, 
which  cost  $104,853,851.55,  and  which,  at  the  price  of  silver  on 
3d  November,  1897,  ^tre  worth  $65,900,016.67.  As  against  the 
392,517,014  silver  dollars  now  in  the  Treasury  there  are  out- 
standing silver  certificates  to  the  amount  of  $372,838,919, 
leaving  $19,678,095  in  the  Treasury  uncovered  by  certificates. 

As  the  silver  bullion  now  in  the  Treasury  and  purchased 
under  the  act  of  1890  cost  $103,957,026.25,  and  there  are  out- 
standing Treasury  notes  of  1890  to  the  amount  of  $109,313,280, 
silver  dollars  to  the  amount  of  $5,356,254  must  be  held  as 
against  these  Treasury  notes  of  1890,  and  this  amount  deducted 
from  the  amount  of  silver  dollars  uncovered  by  silver  certificates 


PRELIM  IN AR  Y  REPORT  2  5 

($19,6789095)  leaves  as  the  amount  of  silver  dollars  uncovered 
by  either  silver  certificates  or  Treasury  notes  of  1890,  and 
subject  to  disposal  by  the  Treasury,  $14,321,841.  The  act 
of  14th  July,  1890,  declared  it  to  be  "the  established  policy  of 
the  United  States  to  maintain  the  two  metals  on  a  parity  with 
each  other  upon  the  present  legal  ratio,  or  such  ratio  as  may  be 
provided  by  law."  The  act  of  1st  November,  1893,  declared  it 
"to  be  the  policy  of  the  United  States  to  continue  the  use  of 
both  gold  and  silver  as  standard  money  and  to  coin  both  gold 
and  silver  into  money  of  equal  intrinsic  and  exchangeable  value, 
such  equality  to  be  secured  through  international  agreement,  or 
by  such  safeguards  of  legislation  as  will  insure  the  maintenance 
of  the  parity  in  value  of  the  coins  of  the  two  metals,  and  the 
equal  power  of  every  dollar  at  all  times  in  the  markets  and  in  the 
payment  of  debts." 

3.  Subsidiary  Silver,  coined  for  government  account  in 
denominations  of  50,  25,  and  10  cents,  .900  fine,  containing 
385.8  grains*  to  the  dollar;  "a  legal  tender  in  all  sums  not 
exceeding  $10  in  full  payment  of  all  dues,  public  and  private ;" 
receivable  for  governmental  dues  to  $10;  and  exchangeable  for 
lawful  money  at  the  office  of  the  Treasurer  or  any  Assistant 
Treasurer  of  the  United  States  in  sums  of  S20  or  any  multiple 
thereof.  The  general  stock  of  subsidiary  silver  amounts  to 
$75,414,007,  of  which  $11,981,078  are  in  the  Treasury,  and 
{63,432,929  are  in  circulation. 

4.  Minor  Coins,  coined  on  government  account  in  denomina- 
tions of  5  cents  and  i  cent;  a  "legal  tender  at  their  nominal 
value  for  any  amount  not  exceeding  25  cents  in  any  one  pay- 
ment;" receivable  to  the  amount  of  25  cents  for  all  govern- 
mental dues ;  and  redeemable  in  lawful  money  at  the  office  of 
the  Treasurer  and  the  several  Assistant  Treasurers  and  deposi- 
tories of  tlie  United  .States  when  presented  in  sums  of  not  less 
than  $20. 

5.  Gold  Certificates,  issued  under  the  acts  of  March  3, 
1863,  and  July  12,  1882,  for  gold  coin  deposited  in  the  Treasury, 
in  denominations  of  $10,000,  S5000,  f  1000,  $500,  $100,  $50, 

*  25  grams. 
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and  820;  not  a  legal  tender;  "receivable  for  customs,  taxes,  and 
all  public  dues,"  and  redeemable  in  gold  at  the  Treasury  or  any 
sub-treasury. 

Certificates  to  the  amount  of  838,348,169  are  outstanding,  of 
which  $1,534,060  are  in  the  Treasury,  and  836,814,109  are  in 
circulation. 

6.  Silver  Certificates,  issued  against  standard  silver  dollars 
deposited,  in  denominations  of  81000,  8500,  8100,  850,  820,  85, 
82  and  81;  not  a  legal  tender;  receivable  for  customs,  taxes, 
and  all  public  dues  ;  exchangeable  for  standard  silver  dollars  (or 
smaller  coin) ;  and  redeemable  in  standard  silver  dollars.  There 
are  outstanding  silver  certificates  to  the  amount  of  8384,170,504, 
of  which  811,331,585  are  in  the  Treasury  and  8372,838,919  are 
in  circulation. 

7.  Treasury  Notes,  issued  under  the  act  of  July  14,  1890, 
in  payment  for  silver  bullion  ;  a  **  legal  tender  for  all  debts  pub- 
lic and  private,  except  where  otherwise  expressly  stipulated  in 
the  contract ;  **  receivable  for  customs,  taxes,  and  all  public 
dues  and  **  redeemable  on  demand  in  coin  "  at  the  office  of  the 
Treasurer  or  any  Assistant  Treasurer  of  the  United  States. 
There  have  been  issued  8155,931,002,  of  which  846,617,722  have 
been  redeemed  in  silver  and  canceled  ;  87,553,325  are  in  the 
Treasury  and  8101,759,955  are  in  circulation. 

8.  United  States  Notes,  issued  under  the  acts  of  February 
25,  1 862,  July  II,  1862,  and  March  3,  1863,  in  denominations  of 
81,  82,  85,  810,  820,  850,  8100,  8500,  81000,  85000,  and 
810,000;  a  **  legal  tender  in  payment  of  all  debts,  public  and 
private,  within  the  United  States,  except  for  duties  on  imports 
and  interest  on  the  public  debt ; "  redeemed  when  presented 
since  1st  January,  1879,  in  gold  coin  at  the  subtreasuries  in  New 
York  and  San  Francisco,  and  reissued.  The  highest  amount  of 
these  notes  outstanding  at  any  time  was  on  January  3,  1864, 
when  it  reached  8449,338,902.  By  the  Public  Credit  Act  of 
March  18,  1869,  **the  United  States  solemnly  pledges  its  faith 
to  make  provision  at  the  earliest  practicable  period  for  the 
redemption  of  the  United  States  notes  in  coin."  The  Resump- 
tion Act  of  January   14,    1875,   authorized  the  use  of    surplus 
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revenues  and  the  issue  of  bonds  for  their  redemption.  The  act 
of  May  31,  1878,  prohibited  their  further  cancellation  or  retire- 
ment, and  directed  the  reissue  of  such  as  might  be  received  or 
redeemed  by  the  Treasury.  The  amount  outstanding  has  there- 
fore since  remained  at  $346,681,016,  of  which  $87,684,018  are 
in  the  Treasury,  $48,625,000  of  these  being  held  against  out- 
standing currency  certificates,  and  $258,996,998  are  in  circula- 
tion. 

The  aggregate  amount  outstanding  of  United  States  notes, 
Treasury  notes  of  1890,  and  silver  dollars  is  $908,708,088,  of 
which  $61,274,184  are  now  in  the  Treasury,  but  liable  to  reissue, ' 
and  $842,077,650  are  in  circulation. 

As  against  this  large  amount  of  that  which  is  a  credit  cur- 
rency, aside  from  the  value  of  the  silver  bullion  and  dollars  in 
the  Treasury,  the  Treasury  now  holds  $153,573,148  in  gold  coin 
and  bullion,  after  deducting  the  amount  of  the  gold  certificates. 

9.  Currency  Certificates,  issued  under  the  act  of  June  8, 
1872,  in  denominations  of  $10,000,  upon  deposit  of  United 
States  notes,  payable  to  order,  and  not  a  legal  tender,  nor 
receivable  in  exchange  for  anything  other  than  legal-tender 
notes.  $48,625,000  are  outstanding,  of  which  $340,000  are  in 
the  Treasury,  and  $48,285,000  are  in  circulation. 

10.  National  Bank  Notes,  issued  by  the  national  banks  of 
the  United  States  in  accordance  with  the  act  of  June  3,  1864,  to 
the  extent  of  90  per  cent,  of  the  par  of  government  bonds 
deposited  by  such  banks  with  the  Treasury  ;  not  a  legal  tender  ; 
receivable  at  par  "in  all  parts  of  the  United  States  in  payment  cf 
taxes,  excises,  public  lands  and  all  other  dues  to  the  United  States 
except  duties  on  imports;  and  also  for  all  salaries  and  other 
debts  and  demands  owing  by  the  United  States  to  individuals, 
corporations,  and  associations  within  the  United  States,  excej  t 
interest  on  the  public  debt  and  in  redemption  of  the  national 
currency;"  receivable  also  by  every  national  banking  association 
for  any  debt  or  liability  to  it,  and  redeemable  at  the  Treasury. 

The  national  bank  notes  outstanding  are  $230,132,275,  of 

*  Silver  dollars  to  the  amount  of  $5,356,254  arc  also  in  the  Treasury,  tf>  he  issued 
ouly  upon  the  redemption  and  cancellation  of  an  equal  amount  of  Treasury  notes. 
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and  $20;  not  a  legal  tender;  "receivable  for  customs,  taxes,  and 
all  public  dues,"  and  redeemable  in  gold  at  the  Treasury  or  any 
sub-treasury. 

Certificates  to  the  amount  of  $38,348,169  are  outstanding,  of 
which  $1,534,060  are  in  the  Treasury,  and  $36,814,109  are  in 
circulation. 

6.  Silver  Certificates,  issued  against  standard  silver  dollars 
deposited,  in  denominations  of  $1000,  $500,  $100,  $50,  $20,  $5, 
$2  and  $1;  not  a  legal  tender;  receivable  for  customs,  taxes, 
and  all  public  dues  ;  exchangeable  for  standard  silver  dollars  (or 
smaller  coin) ;  and  redeemable  in  standard  silver  dollars.  There 
are  outstanding  silver  certificates  to  the  amount  of  $384,170,504, 
of  which  $11,331,585  are  in  the  Treasury  and  $372,838,919  are 
in  circulation. 

7.  Treasury  Notes,  issued  under  the  act  of  July  14,  1890, 
in  payment  for  silver  bullion ;  a  *'  legal  tender  for  all  debts  pub- 
lic and  private,  except  where  otherwise  expressly  stipulated  in 
the  contract ;  '*  receivable  for  customs,  taxes,  and  all  public 
dues  and  **  redeemable  on  demand  in  coin  "  at  the  oflSce  of  the 
Treasurer  or  any  Assistant  Treasurer  of  the  United  States. 
There  have  been  issued  $155,931,002,  of  which  $46,617,722  have 
been  redeemed  in  silver  and  canceled;  $7,553,325  are  in  the 
Treasury  and  $101,759,955  are  in  circulation. 

8.  United  States  Notes,  issued  under  the  acts  of  February 
25,  1862,  July  II,  1862,  and  March  3,  1863,  in  denominations  of 
$1,  $2,  $5,  $10,  $20,  $50,  $100,  $500,  $1000,  $5000,  and 
$10,000;  a  **  legal  tender  in  payment  of  all  debts,  public  and 
private,  within  the  United  States,  except  for  duties  on  imports 
and  interest  on  the  public  debt ; "  redeemed  when  presented 
since  1st  January,  1879,  in  gold  coin  at  the  subtreasuries  in  New 
York  and  San  Francisco,  and  reissued.  The  highest  amount  of 
these  notes  outstanding  at  any  time  was  on  January  3,  1864, 
when  it  reached  $449,338,902.  By  the  Public  Credit  Act  of 
March  18,  1869,  "the  United  States  solemnly  pledges  its  faith 
to  make  provision  at  the  earliest  practicable  period  for  the 
redemption  of  the  United  States  notes  in  coin."  The  Resump- 
tion Act  of  January   14,    1875,   authorized  the  use  of    surplus 
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revenues  and  the  issue  of  bonds  for  their  redemption.  The  act 
of  May  31,  1878,  prohibited  their  further  cancellation  or  retire- 
ment, and  directed  the  reissue  of  such  as  might  be  received  or 
redeemed  by  the  Treasury.  The  amount  outstanding  has  there- 
fore since  remained  at  ^346,68 1,0 16,  of  which  $87,684,018  are 
in  the  Treasury,  $48,625,000  of  these  being  held  against  out- 
standing currency  certificates,  and  $258,996,998  are  in  circula- 
tion. 

The  aggregate  amount  outstanding  of  United  States  notes, 
Treasury  notes  of  1890,  and  silver  dollars  is  $908,708,088,  of 
which  $61,274,184  are  now  in  the  Treasury,  but  liable  to  reissue,' 
and  $842,077,650  are  in  circulation. 

As  against  this  large  amount  of  that  which  is  a  credit  cur- 
rency, aside  from  the  value  of  the  silver  bullion  and  dollars  in 
the  Treasury,  the  Treasury  now  holds  $153,573,148  in  gold  coin 
and  bullion,  after  deducting  the  amount  of  the  gold  certificates. 

9.  Currency  Certificates,  issued  under  the  act  of  June  8, 
1872,  in  denominations  of  $10,000,  upon  deposit  of  United 
States  notes,  payable  to  order,  and  not  a  legal  tender,  nor 
receivable  in  exchange  for  anything  other  than  legal-tender 
notes.  $48,625,000  are  outstanding,  of  which  $340,000  are  in 
the  Treasury,  and  $48,285,000  are  in  circulation. 

10.  National  Bank  Notes,  issued  by  the  national  banks  of 
the  United  States  in  accordance  with  the  act  of  June  3,  1864,  to 
the  extent  of  90  per  cent,  of  the  par  of  government  bonds 
deposited  by  such  banks  with  the  Treasury  ;  not  a  legal  tender  ; 
receivable  at  par  **in  all  parts  of  the  United  States  in  payment  cf 
taxes,  excises,  public  lands  and  all  other  dues  to  the  United  States 
except  duties  on  imports;  and  also  for  all  salaries  and  other 
debts  and  demands  owing  by  the  United  States  to  individuals, 
corporations,  and  associations  within  the  United  States,  except 
interest  on  the  public  debt  and  in  redemption  of  the  national 
currency;'*  receivable  also  by  every  national  banking  association 
for  any  debt  or  liability  to  it,  and  redeemable  at  the  Treasury. 

The   national  bank  notes  outstanding  are  $230,132,275,  of 

'  Silver  dollars  to  the  amount  of  15,356,254  are  also  in  the  Treasury,  to  be  issued 
only  upon  the  redemption  and  cancellation  of  an  equal  amount  of  Treasury  notes. 
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which  $4,998,012  are  in  the  Treasury,  and  $225»I34,263  are  in 
circulation. 

The  national  banks  were  organized  under  the  act  of  25th 
February,  1863,  and  its  supplements.  They  were  authorized  to 
issue  a  circulation  based  upon  bonds,  in  order  that  there  might 
thereby  be  created  a  demand  for  the  bonds  of  the  United  States. 

On  2d  July,  1866,  there  were  1634  banks ;  on  26th  December, 
1873,  1976;  on  2d  October,  1890,  3540;  on  9th  December,  1892, 
3773,  and  on  5th  October,  1897,  3610.  The  maximum  capital  was 
$689,698,017  on  9th  December,  1892.  The  maximum  circulation 
was  on  26th  December,  1873,  $341,320,256,  and  the  minimum  cir- 
culation on  2d  October,  1890,  $122,928,084.  Up  to  1892,  the 
tendency  was  towards  increase  of  capital.  Since  then  the  ten- 
dency has  been  in  the  direction  of  a  decreasing  capitalization. 
From  1873  to  1890,  there  was  a  marked  decrease  in  circulation, 
with  occasional  fluctuations ;  but  since  1 890  there  has  been  some 
increase  of  circulation,  with  no  prospect  of  any  material  increase 
under  the  existing  system. 

On  5th  October,  1897,  there  were  3610  banks,  with  an  out- 
standing note  issue  of  $230,132,275  (of  which  $4,998,012  were 
held  in  the  Treasury),  with  a  capital  stock  of  $631,488,095,  with 
an  aggregate  capital,  surplus,  and  undivided  profits  of  $966,- 
240,095,  with  deposits  of  $1,869,491,310,  and  with  investments 
in  discounted  paper  (rediscounts  deducted)  of  $2,043,803,392, 
in  United  States  bonds  of  $277,235,920,  in  other  stocks  and 
securities  of  $208,831,563,  and  in  lawful  money  of  $388,882,631, 
of  which  $195,895,107  are  in  gold  coin.  The  5  per  cent, 
redemption  fund  held  by  the  Treasury  now  amounts  to  $10,021,- 
689.  From  the  organization  of  the  system,  in  1863,  to  30th  June, 
1897,  ^^  national  banks  have  paid  in  taxes*to  the  United  States 
$150,207,339.44;  and  the  United  States  has  also  made  a  profit 
of  $2,826,466  from  that  amount  paid  by  the  banks  to  redeem 
circulation  which  has  not  been  presented. 

THE    DEFECTS    OF   THE   SYSTEM. 

The  defects  of  the  existing  system  are : 

First.  The  vast  amount  of  government  credit  currency  with- 
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out  a  certain  and  adequate  provision  for  its  redemption,  and  the 
consequent  diminution  of  public  confidence  in  the  continued 
maintenance  of  the  gold  standard. 

Second,  The  continuance  in  circulation  of  government  prom- 
ises to  pay,  which,  when  made  a  legal  tender,  constitute  a  forced 
loan,  which  are  secured  only  by  such  resources  as  the  exercise 
of  the  taxing  power  can  render  available,  and  which  are  payable 
only  at  the  will  of  the  debtor. 

Third,  The  failure  to  provide  the  means  for  a  gradual  and 
sufficient  increase  of  the  volume  of  the  currency  to  meet  the 
needs  of  an  increasing  population  and  an  enlarging  commerce. 

Fourth.  The  want  of  a  natural  outflow  and  inflow  of  the  cur- 
rency when  and  as,  and  only  when  and  as,  the  agricultural,  manu- 
facturing, and  commercial  interests  of  the  country  require,  at  a 
given  time,  either  a  greater  or  a  less  quantity  of  currency  in  cir- 
culation. 

Fifth,  The  failure  to  secure  such  a  distribution  of  the  loan- 
able capital  of  the  country  as  will  tend  to  equalize  the  rates  of 
interest  in  all  its  parts. 

Sixth,  The  confusion  of  the  fiscal  functions  of  the  Treasury  as 
the  receiver  of  the  public  revenue  and  the  disburser  thereof 
under  congressional  appropriations  with  its  issue  and  redemption 
functions  in  exchanging  and  redeeming  the  currrency. 

Seventh.  The  circulation  of  different  forms  of  government 
currency  having  different  qualities  as  to  legal  tender  and  receiv- 
ability  for  government  dues. 

Eighth,  The  circulation  of  silver  dollars  of  full  legal-tender 
quality  whose  nominal  value  as  coins  so  largely  exceeds  their 
value  as  bullion,  that  they  offer  tempting  inducements  to  success- 
ful counterfeiting. 

Ninth.  The  circulation  of  a  national  bank  currency  based 
upon  government  bonds,  presupposing  a  continuing  issue  of 
those  bonds,  diminishing  the  loanable  funds  of  the  banks,  and,  by 
reason  of  their  bond  basis,  incapable  of  increasing  in  volume 
with  a  temporary  demand  for  more  currency,  and  of  decreasing 
with  the  cessation  of  that  demand. 
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THE   STANDARD. 

The  most  serious  evil  affecting  our  present  monetary  system 
is  the  threatened  degradation  of  its  standard.  The  story  is 
familiar,  but  it  will  be  useful  to  recall  it  briefly  in  this  connection. 
The  close  of  the  Civil  War  found  the  people  of  the  United  States 
in  the  possession  of  a  depreciated  legal-tender  paper  currency, 
with  its  inevitable  accompaniment  of  inflated  prices.  To  return 
from  such  a  condition  to  one  of  sound  money  and  normal  prices 
is  always  a  painful  process,  and  when  the  government  )>egan  that 
process,  under  Secretary  McCulloch,  in  1866,  there  was  an  outcry 
against  it,  and  it  was  suspended.  From  a  remonstrance  against 
the  payment  of  the  demand  obligations  of  the  Treasury  at 
that  time  the  movement  grew  to  an  opposition  to  the  payment 
of  them  at  any  time,  and  finally  to  a  demand  for  the  issue  of 
more  of  them,  and  that,  not  in  the  form  of  promises  to  pay,  but 
of  fiat  paper  dollars.  The  number  of  persons  who  were  carried 
away  by  these  delusions  was  very  great.  The  political  struggle 
which  ensued  was  prolonged  and  intense,  and  the  victory  which 
the  defenders  of  sound  money  achieved  in  the  passage  of  the 
resumption  law  of  1875  ^'^^s  a  close  one. 

That  victory  ought  to  have  settled  all  disturbing  questions 
in  relation  to  the  monetary  policy  of  the  United  States,  and 
would  have  done  so,  so  far  as  can  now  be  seen,  if  it  had  not  been 
for  the  fall  in  the  value  of  silver,  which  began  while  the  contest 
was  going  on.  From  1792  to  1873  the  legal  standard  of  value  in 
the  United  States  was  the  double  one  of  gold  and  silver  at  pre- 
scribed ratios.  By  the  coinage  act  of  1873  the  silver  dollar,  which 
was  then  worth  more  than  the  gold  dollar,  and  which  no  one 
could  foresee  would  ever  be  worth  less,  and  of  which  very  few 
were  in  existence,  was  dropped  from  the  coinage,  leaving  gold  as 
the  only  full  legal-tender  coined  money. 

Soon  after  the  passage  of  this  law,  the  value  of  silver  began 
to  decline.  The  friends  of  cheap  money  saw  their  opportunity 
and  lost  no  time  in  improving  it.  The  clamor  for  the  restoration 
of  the  sixteen-to-one  silver  dollar  to  free  coinage  began.  This 
was  a  far  more  plausible,  and  therefore  more  dangerous,  move- 
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ment  than  the  fiat  paper  money  scheme.  Silver  had  a  real  value. 
At  the  beginning  of  the  agitation  that  value  was  not  greatly 
less  than  sixteen  of  silver  to  one  of  gold  in  weight.  It  was 
claimed  that  its  admission  to  free  coinage  would  increase  its 
value  to  the  full  measure  of  that  ratio.  Patriotic  sentiment  was 
invoked  in  its  favor.  It  was  said  to  be  the  money  of  the  fathers 
and  the  Constitution.  To  this  was  added  the  appeal  to  class 
prejudice.  Gold  was  said  to  be  the  money  of  the  rich;  silver 
of  the  poor.  Gold  was  said  to  be  increasing  in  value,  and  so 
depressing  all  prices,  and  increasing  the  burden  of  all  debts  to 
the  unjust  advantage  of  all  creditors.  The  advocates  of  free 
silver  professed  to  be  the  champions  of  the  farmer,  the  mechanic 
and  the  laborer  against  the  aggressions  of  the  capitalist,  the 
banker,  and  the  corporation.  Such  appeals  come  to  men  in  debt, 
out  of  employment,  and  downcast  in  spirits  with  great  seductive 
force.  Evidence  enough  of  that  fact  is  on  record  in  the  election 
returns  of   1896. 

The  pertinence  of  this  retrospect  is  the  proof  which  it  affords 
of  the  fact  that  so  large  a  portion  of  the  people  of  the  United 
States  have  no  conception  of  the  nature  or  importance  of  a 
money  standard.  In  such  a  country  as  ours  the  legal  monetary 
standard  is  whatever  a  majority,  or  a  plurality,  it  may  be,  of  the 
voters  say  it  shall  be.  It  is  therefore  of  the  utmost  importance 
that  the  standard  shall  not  only  be  distinctly  declared  in  the  law 
but  clearly  fixed  in  the  minds  of  the  people  as  the  first  and 
indispensable  element  of  a  sound  monetary  system.  All  history 
is  evidence  that  the  people  who  suffer  most  from  a  degradation 
of  the  standard  are  not  the  rich  and  powerful,  but  the  poor 
and  helpless.  Compared  with  this  danger,  all  existing  evils  of 
mere  kind  or  quantity  of  our  present  money  are  relatively  only 
inconveniences.  The  first  need  of  the  situation  it  to  fortify 
the  standard. 

There  are  some  considerations  as  to  the  standard  which  ought 
to  commend  themselves  to  the  judgment  of  the  country.  There 
must  be  some  standard  of  value.  The  standard  must  have  a 
market  value  as  a  commodity  independently  of  any  govern- 
mental fiat  and  of  all  legal-tender  laws ;  it  must  be  durable ;  it 
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must  be  homogenous ;  it  must  have  a  maximum  of  value  pro* 
portioned  to  its  bulk ;  it  must  have,  as  a  commodity,  as  stable  a 
market  value  as  possible,  and  in  order  to  secure  the  stability 
of  that  market  value,  the  relation  between  its  supply  and 
demand  must  be  as  constant  as  possible.  Gold  alone  fulfills 
these  conditions.  The  civilized  world  has,  therefore,  determined 
that  the  standard  shall  be  gold.  No  government,  however 
powerful,  can  in  fact  reverse  that  determination,  or,  without 
injury  to  the  interests  of  all  its  people,  attempt  to  establish  any 
other  standard  of  value. 

There  is  a  clear  distinction  between  the  functions  of  money  as 
a  standard  of  value  and  as  a  medium  of  exchange.  While  that 
money  which  is  the  standard  of  value  will  always  serve  also  as 
a  medium  of  exchange,  yet  other  forms  of  currency  of  inferior 
market  value  can  in  no  sense  be  a  satisfactory  standard,  and  can 
be  a  suitable  medium  of  exchange  only  when  the  convertibility 
at  par  into  the  standard  money  is  assured.  Any  possible  cur- 
rency is,  therefore,  of  one  of  two  kinds.  The  first  kind  is  that 
which  has  been  adopted  as  the  standard  of  value.  The  second 
kind  is  that  which  is,  without  reference  to  its  market  value  as  a 
commodity,  receivable  at  par,  because  convertible  at  par  into  the 
standard  money.  Today  gold  is  the  only  currency  of  the  first 
kind.  United  States  notes,  national  bank  notes,  silver  dollars, 
subsidiary  silver,  and  minor  coins,  are  currency  of  the  second 
kind.  The  face  value  of  the  silver  dollars,  the  subsidiary  silver, 
and  the  minor  coins  more  or  less  largely  exceeds  their  bullion 
value,  and  they  differ  from  the  note-issues  only  in  the  fact  that 
the  material  of  which  they  are  made  has  some  market  value  as 
bullion.  Under  modern  conditions  of  business,  purchases,  sales, 
loans,  the  discharge  of  debts,  and  even  payments  of  wages  are 
effected  in  great  part  by  drafts,  checks,  or  transfers  of  credits. 
While  the  work  which  the  money,  which  is  the  standard,  actually 
performs  in  the  exchanges  of  the  country  is  relatively  small,  yet 
every  one  of  those  exchanges  is  based  on  that  standard.  If  all 
the  money  of  the  country  is  convertible  at  par  into  gold,  there 
may  then  be  whatever,  and  as  much,  of  the  representative  forms 
of  currency  as  the  convenience  of  the  people  may  require. 
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On  the  other  hand,  if  the  standard  of  value  be  lowered,  there 
necessarily  follows  a  loss  of  public  confidence,  a  lessened  use  of 
credit  and  of  credit  forms  of  currency,  and  a  consequent  diminu- 
tion of  the  effectiveness  of  the  currency. 

The  gold  standard,  therefore,  does  not  mean  gold  monometal- 
ism,  and  it  necessarily  results,  not  in  contraction,  but  in  the 
greatest  possible  expansion  of  the  currency  within  the  bounds 
of  safety. 

As  gold  derives  no  value  from  any  legal-tender  law,  nor  any 
value  from  coinage  at  the  mint  beyond  **the  ascertainment  that 
its  weight  and  purity  are  what  the  law  requires,"  and  the  certi- 
fying by  the  government's  stamp  that  it  possesses  those  qualities, 
it  is,  and  it  ought  to  continue  to  be,  admitted  to  free  coinage. 
On  the  other  hand,  silver,  nickel,  and  copper  should  be  coined 
only  upon  government  account,  into  coins  of  limited  legal  tender 
quality ;  should  be  issued  from  the  mint  only  in  exchange  for 
gold  at  par ;  and  should  be  re-exchangeable  at  the  Treasury  in 
convenient  multiples  for  gold  coin  at  par.  Under  this  system 
there  could  be  no  arbitrary  contraction  or  expansion  of  the  coin 
currency,  nor  any  tampering  with  the  standard  of  value,  and  the 
people  would  then  carry  to  their  credit  in  the  ledger  of  the 
Treasury  Department  the  profits  upon  the  coinage  of  silver, 
nickel,  and  copper. 

Many  of  our  fellow  citizens  have  hoped  in  all  sincerity  that 
the  problem  of  the  standard  would  be  solved  by  international 
bimetallism.  An  earnest  effort  has  been  made  to  realize  that 
hope,  but  it  must  now  be  abandoned.  The  only  alternatives, 
therefore,  are  the  continued  maintenance  of  the  existing  gold 
standard,  or  the  adoption  of  the  silver  standard.  If  the  latter 
alternative  be  taken,  the  obligations  of  the  United  States,  of  the 
states,  of  all  municipalities,  of  all  private  corporations,  and  all  of 
individuals,  the  receipts  of  income  from  every  source,  the  proceeds 
of  policies  of  insurance,  the  deposits  in  banks  and  saving  funds, 
and  the  wages  of  labor,  will  then  be  payable  in  a  debased  and 
depreciated  currency ;  and  individual  and  corporate  bankruptcy, 
and,  worst  of  all,  national  dishonor,  will  follow.  If  the  former 
alternative  be  taken,  and  the  necessary  means  be  adopted  to 
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secure  the  stability  of  the  gold  standard,  the  credit  of  the  country 
will  be  established ;  the  national  debt  can  be  refunded  at  lower 
interest  rates ;  the  surplus  capital  of  the  world  will  come  here 
to  find  profitable  investment;  and  our  country  will  enjoy  the 
prosperity  that  follows  a  currency  system  based  upon  a  stable 
standard  of  value. 

The  means  necessary  to  establish  and  preserve  popular  con- 
fidence in  the  continued  maintenance  of  the  gold  standard  are : 

1.  An  explicit  legislative  definition  of  the  gold  standard,  and 
a  pledge  that  it  will  be  maintained. 

2.  A  requirement  that  all  obligations,  public  and  private, 
unless  otherwise  stipulated  in  the  contract,  shall  be  payable  in 
conformity  with  that  standard. 

3.  The  adoption  of  a  plan  for  the  gradual  retirement  of  the 
outstanding  note-issues  of  the  government. 

As  the  gold  deposited  for  certificates  cannot  be  used  by  the 
government,  and  as  the  issue  of  gold  certificates  is  of  no  advan- 
tage to  the  government  or  to  the  people,  there  does  not  seem 
to  be  any  reason  for  their  continued  issue. 

THE   SILVER    CURRENCY. 

The  silver  certificates,  being  the  expressed  representatives, 
dollar  for  dollar,  of  silver  dollars  deposited,  ought  to  continue 
to  be  exchangeable  only  for  silver  dollars. 

The  face  value  of  the  subsidiary  silver  coins  more  largely 
exceeds  their  bullion  value  than  is  wise  even  in  the  case  of  token 
coins.  They  might  be  called  in  and  recoined ;  but  the  expense 
and  inconvenience  of  that  operation  are  such  as  to  render  its 
postponement  advisable. 

As  the  owners  of  a  large  stock  of  silver  bullion,  silver  dollars, 
and  subsidiary  silver,  the  people  of  the  United  States  are  directly 
interested  in  the  continued  use  of  silver  as  currency,  provided 
that  the  silver  can  continue  to  be  maintained  at  par  with  gold. 

The  silver  dollar  is  by  reason  of  its  size  and  weight  an  incon- 
venient coin  to  carry  about  the  person,  or  to  use  in  change.  Most 
people,  therefore,  do  not  desire  to  use  silver  dollars  as  currency, 
if  they  can  have,  as  representatives  of  the  coin  dollars,  notes  in 


PREUMINAR  Y  REP0R7  3  5 

denominations  of  $i,  %2  and  $5.  Even  with  the  inducement  of 
free  transportation  from  the  Treasury,  it  has  never  been  possible 
to  force  into  circulation  at  any  one  time  an  amount  of  silver 
dollars  exceeding  $67,000,000,  and  there  are  now  outstanding 
only  $60,196,778,  of  which  at  least  $10,000,000  are  held  by  the 
national  and  state  banks.  On  the  other  hand,  there  are  in  cir- 
culation $354,355»03i  of  notes  of  the  denominations  of  $1,  $2 
and  $5,  of  which  $154,965,473  are  silver  certificates  and  $199,- 
389,558  are  United  States  notes.  Treasury  notes  of  1890,  and 
national  bank  notes.  Of  the  total  amount  of  silver  certificates 
outstanding^,  $1 54,965,473  are,  as  before  stated,  in  denominations 
of  $1,  $2  and  $5,  and  $229,205,031  are  in  larger  denominations. 
If,  therefore,  the  United  States  notes,  Treasury  notes  of  1890, 
and  national  bank  notes  of  the  denominations  of  $1,  $2  and  $5 
be  retired,  their  places  can  be  taken  by  a  further  issue  of  silver 
certificates  to  the  amount  of  $199,389,558  in  denominations  of 
$1,  $2  and  $5,  and  an  equivalent  amount  of  silver  certificates  of 
larger  denomination  be  retired,  leaving  of  the  $229,205,031  now 
outstanding  in  larger  denominations  $29,815,473  to  be  redeemed 
in  silver  dollars  when  presented  for  redemption.  If,  also,  the 
silver  dollars  now  in  circulation  and  amounting  to  $60,196,778 
should  be  deposited  in  the  Treasury,  the  balance  of  $29,815,473 
of  silver  certificates  in  denominations  exceeding  $5  could  be 
replaced  by  an  issue  of  silver  certificates  in  denominations  of  $1, 
$2  and  $5,  and  there  might,  without  any  expansion  of  the  present 
outstanding  circulation,  be  a  further  issue  of  silver  certificates  in 
denominations  of  $1,  $2  and  $5,  amounting  to  $30,381,305  based 
upon  the  silver  dollars  so  deposited.  The  place  of  the  retired 
United  States  notes,  Treasury  notes  of  1890  and  national  bank 
notes  of  small  denominations  would  be  taken  by  an  issue  of 
notes  of  large  denominations  of  the  same  kinds,  so  long  as  the 
United  States  notes  and  Treasury  notes  of  1890  are  unredeemed. 

The  effect  of  this  plan  will  be  that  the  currency  of  the  country 
of  all  denominations  below  $10  will  be  silver  coin,  and  silver 
certificates  based  upon  silver  dollars  held  in  the  Treasury,  sup- 
plemented by  gold  coins  of  the  denominations  of  $2.50  and  $5. 

The  ^overnoieut  has  received  the  full  face  value  for  all  th^ 
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silver  dollars  which  have  been  put  in  circulation  either  in  kind 
or  by  means  of  representative  certificates.  The  silver  coins  differ 
from  the  note  issues  only  in  the  fact  that  the  material  of  which 
they  are  made  has  some  market  value  as  bullion.  They  are, 
nevertheless,  as  justly  obligations  of  the  government  and  as 
properly  exchangeable  at  par  for  gold  as  the  United  States  notes. 
A  gold  reserve  must,  therefore,  be  provided  for  such  exchange; 
but  as  the  retirement  of  the  United  States  notes,  Treasury  notes 
of  1890,  and  national  bank  notes  of  denominations  less  than  Sio 
will  leave  the  silver  dollar,  the  silver  certificates  in  denomina- 
tions of  $1,  $2  and  1^5,  the  subsidiary  silver,  the  minor  coins,  and 
the  gold  coins  of  the  denominations  of  $2.50  and  $5  as  the  only 
currency  for  small  transactions,  it  is  probable  that  the  trade  of 
the  country  will  keep  the  silver  and  its  representatives  in  circula- 
tion, and  prevent  the  coming  in  of  any  considerable  quantity 
of  that  currency.  It  is  also  to  be  observed  that  when  popular 
confidence  shall  have  been  restored  as  to  the  maintenance  of  the 
gold  standard  and  the  security  of  our  currency  system,  there  will 
be  no  general  desire  to  exchange  silver  dollars  or  silver  certifi- 
cates for  gold,  for  the  silver  currency  will  then  be,  beyond  ques- 
tion, as  good  as  gold. 

The  Treasury  has  an  asset  in  its  silver  bullion  not  held  against 
outstanding  certificates,  which  may  be  utilized  by  selling  it  from 
time  to  time,  as  the  German  government  has  done  with  its  sur- 
plus silver.  Of  course,  such  sales  should  be  carefully  made  in 
such  quantities  as  not  to  unduly  depress  the  market  for  silver 
bullion.  It  is,  therefore,  suggested  that  authority  be  given  to 
the  Secretary  of  the  Treasury  to  make  such  sales  in  his  dis- 
cretion. 

It  may  be  well  to  consider  whether  the  sum  of  ^452,7 13,792 
of  silver  dollar  pieces,  with  seigniorage  of  over  50  per  cent., 
which  remain  as  the  evidence  of  a  serious  danger  to  the  existing 
standard,  is  not  too  large  to  be  permanently  retained  in  our  cur- 
rency ;  and  if  this  should  prove  to  be  the  case,  whether  a  suf- 
ficient number  of  these  silver  dollars  should  not  be  ultimately, 
although  not  immediately,  withdrawn  and  sold  ^  bullion. 

It  is  an  essential  part  of  a  sound  system  of  finance,  that  the 
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government  should  raise  by  taxation  a  revenue  adequate  to  its 
necessary  expenditures.  But  as  the  revenues  are  sometimes  defi- 
cient, it  is  advisable  that  power  be  given  to  the  Treasury  to  sell 
short-term  bonds  to  supply  such  deficiency.  Under  existing 
legislation  only  long-term  bonds  can  be  sold ;  and,  if  the  govern- 
ment comes  into  possession  of  a  surplus,  such  bonds  cannot  be 
retired  save  by  purchasing  them  at  a  premium.  On  the  other 
hand,  short-term  bonds  can,  under  a  securely-established  cur- 
rency system,  be  negotiated  at  low  interest  rates ;  can  be,  if 
necessary,  extended  at  maturity,  and  can  be  retired  by  purchase 
in  advance  of  maturity  without  a  heavy  loss  in  payment  of  pre- 
mium. For  similar  reasons  it  is  suggested  that  long-term  bonds 
should  contain  a  reserved  option  to  the  government  of  retire- 
ment. 

It  is  to  the  interest  of  the  government  and  of  the  people  that 
all  the  people  should  have  an  equal  opportunity  of  investing 
their  savings  in  the  obligations  of  the  government  when  issued. 
As  the  mass  of  the  people  have  not  the  necessary  facilities  for 
the  safe  custody  of  bonds,  it  is  suggested  that  a  system  be 
adopted  of  inscription  on  the  books  of  the  Treasury,  instead  of 
bonds,  similar  to  that  which  has  long  prevailed  in  the  case  of 
the  English  consols  and  the  French  rentes.  Under  this  system 
it  will  be  ix>ssible  to  place  government  loans  by  a  really  popular 
subscription. 

THE    DEMAND   OBLIGATIONS    OF   THE    GOVERNMENT. 

It  is  a  part  of  the  plan  submitted  that  the  demand  obligations 
of  the  government  shall  be  put  in  course  of  retirement  by  a  proc- 
ess which  shall  be  gradual  in  its  operation  as  respects  the  cur- 
rent money  and  business  of  the  country,  but  which  will  lead 
ultimately  to  the  substitution  of  other  forms  of  money  in  iheir 
place.  The  demand  obligations,  properly  so  called,  consist  of 
the  United  States  notes  or  **  greenbacks,"  amounting  to  $346,- 
681,016,  and  the  Treasury  notes  of  i8go,  amounting  to  $iog,- 
313,280.  While  the  former  are  not  in  terms  payable  in  gold, 
and  the  latter  are  by  law  payable  in  gold  or  silver,  at  the  discre- 
tion of  the  Secretary  of  the  Treasury,  it  is  obviously  necessary, 
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in  order  to  keep  good  the  pledge  of  the  government  to  main- 
tain the  parity  of  the  two  metals  as  coined,  to  pay  all  its  notes 
in  gold  when  gold  is  demanded  by  the  holder.  So  that,  in  a 
practical  sense,  the  note  obligations  of  the  government  payable 
in  gold  on  demand  must  be  reckoned  at  the  sum  of  the  green- 
backs and  the  coin  notes,  that  is,  $455,994,296. 

The  measures  recommended  in  relation  to  these  obligations 
may  be  briefly  summarized  as  follows : 

1 .  The  separation  of  the  note  issuing  and  redeeming  opera- 
tions of  the  Treasury  from  its  ordinary  fiscal  operations  by  the 
creation  of  a  Division  of  Issue  and  Redemption,  and  the  transfer 
to  it  of  the  gold  reserve  and  other  resources  held  against  obli- 
gations; the  government  notes  to  be  paid  in  gold  coin  on 
demand  through  that  division. 

2.  The  reserve  to  be  maintained  from  revenue  when  ade- 
quate, and  by  sale  of  bonds  when  necessary ;  the  proceeds  of 
such  sales  to  be  used  for  that  specific  purpose,  and  no  other. 

3.  Notes  paid  to  be  canceled  as  paid,  up  to  the  amount  of 
$50,000,000;  the  cancellation  thereafter  for  five  years  not  to 
exceed  the  increase  of  bank  notes.  After  five  years  the  notes 
paid  to  be  retired  at  a  rate  not  exceeding  20  per  cent,  per 
annum  of  the  amount  then  outstanding ;  at  the  end  of  ten  years 
the  legal-tender  quality  of  the  notes  then  outstanding  to  cease 

4.  No  note,  once  paid,  to  be  reissued  otherwise  than  in 
exchange  for  gold,  except  that,  in  case  of  an  excessive  accu 
mutation  of  redeemed  and  uncanceled  notes  in  the  Division  of 
Issue  and  Redemption,  the  Secretary  of  the  Treasury  may  use 
them  in  the  purchase  of  United  States  bonds  for  the  benefit  of 
the  Division  of  Issue  and  Redemption ;  such  bonds  to  be  held  in 
that  division  and  sold  for  the  benefit  of  the  redemption  fund 
when  directed  by  the  Secretary  of  the  Treasury. 

At  the  present  time  the  government  has  no  fund  for  the 
payment  of  its  demand  obligations  except  the  general  balance 
in  the  treasury  applicable  alike  to  the  payment  of  all  dues.  Our 
revenues  are  more  or  less  uncertain  in  amount ;  our  expenditures 
are  large  and  growing,  and  liable  to  vary  with  changes  in  the 
spirit  of  the  times  and  the   disposition   of  Congress  and  the 
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people.  It  IS,  therefore,  uncertain  whether  we  shall  have  at  any 
particular  time  an  adequate  fund  for  the  redemption  of  the 
demand  obligations  without  recourse  to  borrowing.  Borrowing 
is  an  ineffectual  resource,  because,  under  the  law  as  it  stands,  the 
notes  which  have  been  paid  must  be  returned  to  circulation,  and, 
so,  may  be  used  over  and  over  to  draw  out  the  borrowed  gold. 
The  uncertainty  of  this  situation  is  increased  by  the  fact  that  the 
issue  of  bonds  rests  with  the  executive  department,  and  whether 
it  will  be  resorted  to  or  not  will  depend  upon  the  personal  views 
and  discretion  of  the  officials  at  the  head  of  that  department. 
More  serious  still  is  the  fact  that  it  is  in  the  power  of  the  execu- 
tive department,  as  the  law  now  stands,  to  decide  absolutely 
whether  the  government  notes  shall  be  paid  in  gold  or  in  silver. 
An  end  ought  to  be  put  to  this  anomalous  and  hazardous  situa- 
tion by  making  specific  and  adequate  provision  for  the  payment 
of  the  demand  obligations,  and  directing  in  the  law  that  such 
payment  shall  be  in  gold  at  the  demand  of  the  holder. 

It  is  regarded  as  certain  that  if  this  were  done  there  would 
be  comparatively  little  presentation  of  notes  at  the  Treasury  for 
redemption,  in  the  absence  of  serious  public  alarm,  and  that  the 
best  possible  security  against  the  recurrence  of  such  alarm  would 
be  attained.  The  provision  authorizing  the  purchase  of  bonds 
during  the  period  mentioned  is  recommended,  with  the  belief 
that  it  would  enable  the  Secretary  of  the  Treasury  to  prevent  any 
injurious  contraction.  The  bonds  purchased  with  the  notes 
returned  to  circulation  would  furnish  the  means  with  which  to 
redeem  them  when  presented  again. 

A  proposal  to  retire  the  government  notes  may  be  received 
at  first  with  disfavor  by  some  persons,  but  it  must  be  supposed 
that,  upon  due  reflection,  preferences  which  are  to  a  large  extent 
merely  sentimental  will  yield  to  arguments  resting  on  solid 
grounds  of  safety  and  advantage  to  the  government  and  the 
people.  All  good  citizens  must  desire  that  the  credit  of 
the  government  shall  rest  on  a  basis  so  secure  that  no  wind 
that  can  blow  will  ever  shake  it ;  that  the  standard  by  which 
all  obligations  and  values  are  measured  shall  be  the  most 
perfect  expression  of  truth  and  honesty  and  unchangeableness 
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which  is  possible  of  attainment ;  and  that  all  the  money  in  cir- 
culation shall  be  up  to  that  standard  in  its  value,  and  shall,  in 
respect  to  its  form  and  quantity  and  distribution,  serve  every 
requisite  of  commercial  and  personal  use  as  equally  and  com- 
pletely as  is  in  the  nature  of  things  possible.  If  it  is  necessary 
in  order  to  accomplish  these  results  to  relieve  the  government 
from  the  function  of  supplying  money  in  the  form  of  its  own 
notes,  it  is  only  necessary  to  make  that  fact  clear  to  the  people 
to  secure  their  approval  of  the  measure.  Not  to  believe  this 
would  be  to  despair  of  the  capacity  of  the  people  for  wise  and 
successful  government. 

A  government  paper  currency  educates  the  people  who  use 
it  in  false  notions  concerning  money.  Such  a  currency,  circu- 
lating year  after  year  without  redemption,  appears  to  those  who 
do  not  look  at  it  critically  to  derive  its  value  from  the  "govern- 
ment stamp."  It  ceases  to  be  regarded  as  a  promise  to  pay 
money,  and  is  thought  to  possess  the  virtue  of  money  in  and  of 
itself.  It  is  so  easy  to  create  it  that  in  any  emergency  the  call 
for  more  is  perfectly  natural.  There  can  be  no  doubt  that  the 
aberration  of  judgment  on  the  money  question  by  so  many  of 
our  people  in  recent  years  has  been  largely  due  to  the  misedu- 
cating  influences  of  the  greenback  currency.  The  young  and 
middle-aged  men  of  today  have  grown  up  in  a  vitiated  financial 
atmosphere. 

Such  a  currency  also  lacks  the  important  quality  of  auto- 
matic adaptability  to  the  varying  demands  of  business.  A  paper 
dollar  is  a  useful  form  of  currency  so  long  as  there  is  legitimate 
use  for  it.  When  there  is  no  legitimate  use  for  it,  it  becomes  a 
superfluous  and  injurious  thing  —  a  temptation  to  speculation, 
extravagance  and  unwise  business  ventures.  A  paper  currency 
created  by  legislation  is  fixed  in  volume  by  the  law  of  its 
creation,  and  can  neither  contract  nor  expand  in  response  to 
those  varying  conditions  which  are  bound  to  occur  in  the  affairs 
of  men. 

More  important  than  this  is  the  fact  that  such  a  currency 
puts  upon  the  government  the  burden  of  maintaining  the  credit 
of  all  the  financial  institutions  of  the  country.     The  government 
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notes  are  as  good  as  gold  only  so  long  as  the  government 
redeems  them  in  gold.  If  it  should  fail  in  that,  all  bank  notes, 
bank  deposits,  insurance  losses,  and  debts  and  dues  of  every 
kind  not  specifically  payable  in  gold  would  be  payable  in  the 
depreciated  paper  or  in  silver.  Every  passing  incident,  there- 
fore, which  raises  an  apprehension,  however  slight,  of  a  possi- 
bility, however  remote,  that  the  government  may  be  unable  or 
unwilling  to  maintain  gold  payment  of  its  obligations  sends  a 
nervous  tremor  through  the  whole  business  system  of  the  coun- 
try. A  sovereign  government  cannot  be  compelled  to  pay  its 
debts ;  it  pays  them  only  when  it  wills  so  to  do  ;  and  there  is 
in  the  public  mind  more  or  less  doubt  as  to  the  continuance  of 
the  will  of  our  government  to  pay  its  demand  obligations  in 
money  satisfactory  to  the  holders  thereof.  In  these  days  of 
large  invested  capital  and  small  profits  such  a  condition  is  a 
serious  drag  on  business  enterprise. 

The  existence  of  a  large  outstanding  debt  payable  on  demand 
is  also  a  source  of  weakness  to  the  government  in  its  interna- 
tional relations.  Modern  warfare  is  so  expensive  that  it  is 
almost  as  much  a  matter  of  money  as  of  men.  A  nation  sud- 
denly confronted  by  the  alternative  of  war  or  dishonor  would  be 
greatly  handicapped  by  a  large  demand  debt  which  it  must  pro- 
vide for  at  once.  Great  additional  force  is  given  to  this  consid- 
eration by  the  fact  that  it  would  be  scarcely  possible  for  this 
nation  to  engage  in  war  in  its  present  situation — counting  as 
part  of  the  situation  the  imperfect  development  of  clear  concep- 
tions on  the  subject  of  money  in  the  minds  of  the  people — 
without  a  suspension  of  specie  payments  and  a  resort  to  further 
issues  of  government  notes.  There  is  no  occasion  to  criticise 
those  patriotic  men  who  believed  that  the  issue  of  greenbacks 
was  necessary  to  save  the  Union.  But  the  world  has  advanced 
in  financial  knowledge  and  skill  since  then.  There  is  no  doubt 
that  if  our  government  were  relieved  of  its  existing  demand 
obligations,  and  our  currency  system  put  in  working  order  upon 
a  gold  basis,  it  would  be  entirely  possible  for  us  to  go  through  a 
war  without  suspension  of  specie  payment,  or  any  derangement 
of  our  monetary  system.     If  war  should  come,  the  value  to  the 
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country  of  the  ability  thus  to  avoid  the  indirect  losses  following 
from  depreciated  currency,  inflated  prices  and  financial  demoral- 
ization would  be  so  great  that  the  burden  of  paying  off  now  our 
demand  obligations  would  be  as  nothing  in  comparison. 

While  the  silver  dollars  are  not,  by  the  terms  of  the  law, 
exchangeable  for  gold  coin,  their  current  value  is  sustained  by 
the  promise  of  the  government  to  maintain  their  parity  with 
gold.  So  that  we  have  a  total  volume  of  paper  and  silver  in 
circulation  amounting  to  $908,708,088,  all  resting  for  its  value 
on  the  credit  of  the  government,  except  in  so  far  as  the  bullion 
in  the  silver  dollars  has  value.  That  credit  is  maintainable  only 
as  a  whole.  The  paper  of  the  United  States  could  not  be  dis- 
honored and  its  silver  upheld.  It  is  necessary,  therefore,  that 
the  government  shall  keep  a  large  fund  in  gold,  and  continue  to 
do  so  so  long  as  the  credit  currency  is  outstanding.  Such  a  fund 
in  the  hands  of  the  government  is  defenseless  against  attack. 
In  countries  where  the  government  has  no  demand  debt  out- 
standing, and  the  gold  reserve  is  held  by  banks,  the  nation's 
stock  of  gold  is  capable  of  some  degre.e  of  protection  through 
the  rate  of  interest  charged  for  loans.  But  our  government  has 
no  such  resource.  Its  great  gold  reserve  is  an  open  mine  free 
to  all  who  bring  its  notes.  The  exigencies  of  war  or  commerce 
are  liable  to  create  sudden  and  great  demands  for  gold.  And 
as  the  entire  monetary  system  of  the  country  hangs  upon  that 
one  reserve,  the  situation  is  one  of  uncertainty  and  hazard 
against  which  no  insurance  is  possible,  and  which  is  bound  to 
continue  while  the  government  demand  obligations  are  extant 
in  large  volume.  It  would  go  far  to  relieve  the  perennial  strain 
of  this  situation  and  strengthen  our  financial  position  at  home 
and  among  nations  to  transfer  this  burden  to  the  banks  and  other 
moneyed  institutions. 

As  against  these  serious  disadvantages  there  is  no  advantage 
which  can  possibly  be  claimed  for  paper  money  in  the  form  of 
government  notes  over  any  other  form  of  paper  money  equally 
good — that  is,  equally  current  in  all  parts  of  the  country  and 
equally  certain  of  redemption  in  specie  on  demand — except  the 
saving  of  interest  on  so  much  of  the  public  debt  as  is  represented 
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by  the  notes.  Our  national  bank  notes  have  served  the  uses  of 
the  people  as  well  as  greenbacks.  In  all  ordinary  business  trans- 
actions no  one  cares  which  he  receives  or  pays  out.  The  sup- 
posed economy  of  the  greenbacks  is  more  apparent  than  real ; 
indeed,  when  we  consider  all  the  facts  they  are  an  extremely 
costly  form  of  money.  To  keep  them  good  requires  the  main- 
tenance of  a  large  gold  reserve  in  the  Treasury,  which  offsets 
the  saving  of  interest  to  the  extent  of  one-fourth  or  more. 
When  conditions  arise  which  threaten  to  deplete  that  reserve 
and  compel  a  resort  to  extrordinary  measures  to  protect  it,  no 
limitation  of  cost  can  be  observed,  and  it  is  impossible  to  know 
what  sacrifice  may  become  necessary. 

In  order  to  create  the  gold  reserve  required  for  the  resump- 
tion of  specie  payments  in  1879,  United  States  bonds  to  the 
amount  of  $95,500,000  were  sold,  and  most  of  which  are  still 
outstanding  in  a  refunded  form.  During  the  years  1894,  1895, 
and  1896  bonds  to  the  amount  of  $262,315,400  were  sold. 
Throughout  those  years  there  was  a  constant  drain  of  gold  to 
redeem  United  States  notes.  By  the  law  of  1878  it  was  pro- 
vided that  United  States  notes  "shall  not  be  retired,  canceled  or 
destroyed,  but  they  shall  be  reissued  and  paid  out  again  and 
kept  in  circulation."  There  being  a  deficit  in  the  ordinary  rev- 
enue, these  notes  continued  to  go  out  again  and  again  in  pay- 
ment of  ordinary  expenses.  Whether  the  deficit  would  have 
required  the  sale  of  bonds  if  there  had  been  no  want  of  public 
confidence  in  the  payment  of  the  notes,  and  they  had  not  con- 
tinued to  be  presented  for  redemption,  is  a  point  upon  which 
there  may  be  a  difference  of  opinion.  Not  to  enter  upon  that 
question  closely,  it  is  clear  that  with  interest  to  pay  on  $357,- 
815,400  of  indebtedness  incurred  chiefly,  if  not  wholly,  in  con- 
sequence of  the  existence  of  the  government  notes,  and  $100,- 
000,000  of  reserve  lying  idle  in  the  Treasury,  the  saving  in 
interest  by  the  United  States  notes  is  a  small  gain  compared 
with  the  unending  burden  of  providing  for  their  redemption. 

In  considering  the  cost  of  these  operations,  it  is  necessary  to 
take  into  account,  also,  the  expense  of  engraving,  printing, 
bookkeeping,  and  other  incidents.     From  all  of  which  it  appears 
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that  instead  of  saving  money  to  the  people,  the  United  States 
notes  have  been  and  are  now  costing  them  a  large  sum  annually. 
This  cost  is  liable  to  be  increased  by  the  further  issue  of  bonds 
for  the  protection  of  these  notes  in  emergencies — not  now 
present,  nor  immediately  threatening,  but  always  possible. 

Between  ist  January,  1879,  and  ist  November,  1897,  ^^^ 
Treasury  paid  United  States  notes  in  gold  to  the  amount  of 
$507,470,149,  being  $160,789,133  in  excess  of  $346,681,016, 
the  entire  amount  outstanding  at  the  resumption  of  specie  pay- 
ments ;  which  paid  and  repaid  and  yet  undiminished  amount  still 
remains  outstanding  to  be  paid  again,  and,  unless  some  change 
be  made  in  the  existing  law,  again  and  again. 

Between  14th  July,  1890,  and  ist  November,  1897,  Treasury 
notes  of  1890,  issued  for  the  purchase  of  silver  bullion,  have 
been  redeemed  in  gold  coin  and  reissued  to  the  amount  of 
$90,680,879. 

Morever,  we  are  carrying  a  burden  put  upon  us  by  the  doubt 
and  uncertainty  which  the  presence  of  this  large  demand  debt 
of  the  government  in  the  form  of  current  money  produces,  which 
no  man  can  estimate.  Any  one  of  a  number  of  circumstances 
might  cause  a  suspension  of  gold  payment  of  its  notes  by  the 
government.  A  war,  a  failure  of  revenue,  a  commercial  revul- 
sion, an  election,  a  weak  president — any  one  of  these  unfavor- 
able conditions,  exciting  alarm  and  then  panic,  might  cause  the 
Treasury  to  be  depleted  of  its  gold  and  its  notes  to  be  dishoi^ored. 
The  injury  which  all  business  suffers  from  this  condition  of  the 
currency  is  none  the  less  real  because  it  is  not  distinctly  per- 
ceived. The  evil  may  go  long  unnoticed,  like  friction  in 
machinery  or  malaria  in  the  air;  but  it  has  its  effect  neverthe- 
less. When  it  comes  to  an  acute  manifestation  of  the  evil,  such 
as  we  have  experienced  within  the  last  five  years,  the  loss  occa- 
sioned is  beyond  computation.  Many  concurring  causes  con- 
tributed to  the  business  depression  which  the  people  of  the 
United  States  have  suffered  within  that  period ;  but  it  cannot  be 
doubted  that  the  fact  that  the  entire  paper  currency  of  the 
country  consisted  of  or  rested  upon  notes  of  the  government, 
and  that  there  was  an  uncertainty  as  to  the  redemption  of  those 
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notes,  was  the  chief  cause  of  that  great  disaster.  All  the 
government  notes  outstanding,  and  all  the  interest  they  have 
saved  since  they  were  issued,  would  pay  only  a  small  fraction 
of  the  loss  which  the  American  people  have  suffered  within  that 
time. 

THE    BANKING   SYSTEM. 

Under  the  present  system,  a  bank  may  issue  circulation  not 
exceeding  90  per  cent,  of  its  paid-up  capital,  and  also  not 
exceeding  go  per  cent,  of  the  par  value  of  the  bonds  deposited. 
Each  bank  is  required  to  deposit  with  the  Treasury  a  redemption 
fund  of  5  per  cent,  of  its  outstanding  circulation ;  and  the  notes 
are  secured  by  a  first  lien  on  all  the  assets  of  the  bank,  including 
the  liability  of  the  shareholders.  While  in  some  cases  share- 
holders of  and  depositors  in  national  banks  have  lost  by  unskill- 
ful or  unfaithful  management,  yet  the  bank  circulation  has  been 
so  well  secured  that  no  holder  of  a  national-bank  note  has  ever 
had  occasion  to  inquire  what  bank  issued  the  note,  or  has  ever 
lost  any  part  of  the  amount  of  the  note.  But  the  relative 
increase  in  the  number  of  the  banks  and  decrease  in  the 
amount  of  the  issue  of  the  circulation  shows  that  the  system 
should  be  so  amended  that,  while  the  notes  issued  thereunder 
shall  be  as  adequately  secured  as  under  the  present  system, 
there  will  yet  be  an  increased  issue  of  bank  notes,  and  an  out- 
flow and  inflow  of  those  notes  as  the  business  of  the  country 
may  require. 

A  note  circulation,  issued  under  the  present  system,  unques- 
tionably satisfies  the  condition  of  security,  but  is  open  to  grave 
objections. 

1.  It  presupposes  a  continuing  issue  of  government  bonds, 
when  it  ought  to  be  the  national  policy  to  steadily  reduce  and 
ultimately  extinguish  the  debt  of  the  United  States. 

2.  The  investment  in  bonds  diminishes  the  funds  of  the  bank 
available  for  loans  to  its  customers. 

3.  Such  a  currency  does  not  increase  in  volume  with  a  tem- 
porary demand  for  more  currency,  nor  decrease  with  the  cessa* 
tion  of  the  demand. 
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All  the  conditions  can  be  met  by : 

1.  A  national  system  with  improved  regulations  as  to  exam> 
ination,  supervision,  etc. 

2.  The  issues  to  be  based  upon  those  readily  convertible 
assets  which  represent  the  exchangeable  wealth  of  the  country 
in  its  natural  products  and  manufactured  goods. 

3.  A  limitation  of  the  amount  of  the  issues  to  the  unim- 
paired capital  of  the  issuing  bank. 

4.  A  further  security  in  a  common  guaranty  fund. 

5.  The  continuance  of  the  present  redemption  fund  and 
method  of  redemption,  with  extension  of  the  places  of  redemp- 
tion under  the  approval  of  the  Secretary  of  the  Treasury. 

6.  A  further  security  in  the  liability  of  the  shareholders  to 
the  full  amount  of  the  par  of  their  shares. 

The  chief  difference  of  the  proposed,  from  the  existing,  sys- 
tem of  bank  notes  is  that  it  gradually  does  away  with  the 
requirement  that  there  shall  be  a  deposit  of  bonds  with  the 
government  as  a  condition  for  the  issuance  thereof.  As  now, 
the  notes  are  to  be  a  first  lien  upon  all  the  resources  of  the 
banks,  including  the  stockholders'  liability.  This  change  is 
necessary  because  of  the  scarcity  of  United  States  bonds ;  and 
the  attempt  to  substitute  other  bonds  would  lead  to  many  evils. 
The  change  is  wise  because  it  permits  the  issuance  of  notes  in  the 
way  and  at  the  time  when,  and  for  the  purpose  for  which,  they 
would  be  issued  under  natural  conditions,  if  no  law  prevented. 
Such  a  system  would  more  perfectly  than  any  other  give  the 
country  a  circulating  medium ;  it  would  readily  and  quickly 
adjust  itself  from  season  to  season  to  meet  the  wants  of  the 
business  of  the  country  requiring  bank  notes  for  its  convenient 
transaction.  Under  the  present  system,  the  problem  presented 
to  a  bank,  when  its  customers  call  for  currency,  is  not  the 
amount  of  its  own  assets,  but  its  ability  and  desire  to  make 
an  investment  in  something  quite  apart  from  its  usual  business 
as  a  bank,  in  order  that  it  may  be  in  a  position  to  provide  a 
man  who  wishes  to  move  property  or  employ  labor  with  the 
tools  most  convenient  at  the  time  for  his  purpose.  Notes 
^^cqrec)   as  h^f^i"   provided  cannot  fail  to  b^  $afe,  because, 
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being  based  upon  all  the  resources  of  all  the  banks  issuing  them, 
they  are  based  upon  the  whole  business  of  the  country,  and 
that  business  is  the  thing  which  gives  life  and  value  to  all 
securities,  government,  municipal,  railway,  and  individual  obli- 
gations. Should  all  the  resources  of  the  banks  ever  so  shrink 
in  value  as  not  to  be  ample  security  for  the  amount  of  notes 
that  could  be  issued  under  this  plan,  then  all  other  securities, 
even  government  bonds,  would  become  valueless.  The  banks 
are  bound  together  for  the  security  of  these  notes  to  accom- 
plish the  same  purpose  that  the  deposit  of  bonds  is  intended 
to  accomplish,  namely,  to  guard  against  loss  through  the  mis- 
fortune or  bad  management  of  single  banks,  and  thus  save  the 
holder  of  a  bank  note  the  need  of  ascertaining  the  standing 
of  any  bank.  The  objection  that  is  sometimes  made  that  the 
larger  banks  in  the  great  cities  would  not  issue  notes  because  of 
an  apprehended  liability  for  other  banks,  is  shown  by  statistics 
to  be  groundless.  1893  was  the  year  of  largest  bank  failures; 
but  had  all  the  banks  of  the  country  then  issued  notes  up  to  80 
per  cent,  of  their  capital,  the  amount  of  their  assessment  to  make 
good  the  ascertained  deficiencies  of  that  year  up  to  the  time  of 
the  Comptroller's  report  of  1896  would  have  been  only  a  fraction 
of  I  per  cent.  Had  80  per  cent,  of  the  capital  of  all  national 
banks  been  issued  in  notes,  upon  the  proposed  plan,  since  the 
beginning  of  the  national  banking  system  in  1863,  the  assess- 
ment upon  the  banks  annually  would  have  been  an  amount  so 
insignificant  that  it  need  not  be  taken  into  account.  Taking  the 
country  banks  as  a  whole,  it  is  found  that  on  5th  October  last, 
they  had  $401,000,000  of  the  $631,000,000  of  national  bank 
capital.  Should  they  issue  notes  up  to  80  per  cent,  of  that 
capital,  they  would  have  $321,000,000  of  notes,  and  there  would 
be  $1,956,000,000  of  resources  against  these  notes,  not  counting 
stockholders'  liability. 

If  these  resources  of  the  country  banks  are  insufficient 
security  for  this  amount  of  notes,  they  will  be  insufficient  only 
because  there  would  then  be  such  a  condition  of  business 
paralysis  that  government,  municipal,  and  railway  bonds  would 
be  valueless,  and  also  few,  if  any,  banks  in  the  reserve  cities 
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would  remain  solvent.  The  occurrence  of  this  disaster  is  so 
improbable  that  its  consideration  may  be  dismissed. 

In  some  quarters  fear  is  expressed  that  there  would  be  undue 
expansion  under  this  plan.  There  is  no  danger  of  this.  The 
system  of  redemption,  not  only  at  the  banks  but  at  the  Treasury 
in  Washington  and  at  the  subtreasuries,  would  strongly  guard 
against  that.  The  expansion  over  that  which  could  be  effected, 
were  no  notes  issued  at  all,  will  be  found,  upon  investigation,  to 
be  small.  Dangerous  expansion  does  not  take  the  form  of  the 
issue  of  bank  notes,  but  of  the  extension  of  credits.  Very  few 
borrowers  take  their  loans  in  the  form  of  bank  notes.  The  bank 
note  is  only  one  form  in  which  he  to  whom  credit  is  given  will 
use  that  credit ;  he  can  use  it  equally  well  for  most  purposes  if  the 
loan  is  placed  to  the  credit  of  his  account  by  the  bank  making 
the  loan  to  him,  or  by  some  other  bank,  or  by  a  private  person. 

The  plan  increases  stockholders'  liability,  so  that  each  stock- 
holder is  absolutely  liable  to  assessment  up  to  the  par  of  his 
stock,  and  not  ratably  and  equally  with  every  other  stockholder 
as  now. 

The  existing  tax  of  i  per  cent,  per  annum  on  circulation  is 
repealed.  In  its  place  taxation  of  capital,  surplus,  and  undivided 
profits  is  provided.  The  issue  of  circulating  notes  is  only  one 
form  in  which  a  bank  expresses  its  demand  liability.  The  other 
form,  deposits,  is,  under  the  development  of  modern  banking 
operations,  of  vastly  greater  importance,  and  the  one  which,  in 
cities  and  highly  organized  commercial  communities,  is  most  used. 
In  October,  1897,  the  country  banks  issued  more  than  72  per 
cent,  of  all  notes  issued.  The  reserve  banks,  except  those  of 
the  central  reserve  cities.  New  York,  Chicago,  and  St.  Louis, 
issued  more  than  18  per  cent..  New  York  less  than  8  per  cent., 
and  Chicago  and  St.  Louis  together  about  I J^  per  cent.  Sur- 
plus and  undivided  profits  and  capital  show  the  profits  and  prop- 
erty of  banks,  and  these  are  certainly  more  legitimate  objects 
of  taxation  than  the  mere  instruments  which  banks  may  be  called 
upon  by  their  customers  to  issue  to  serve  chiefly  the  convenience 
of  those  customers.  This  tax  makes  as  equitable  an  apportion- 
ment of  the  expenses  of  the  system  as  can  be  devised. 
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The  plan  provides  that  these  notes  shall  be  received  by  banks 
and  by  government  in  payment  of  debts  and  dues  under  the 
same  conditions  as  now.  This  provision  is  made,  not  because  it 
materially  adds  to  the  security  of  the  notes,  but  that  they  may  be 
more  convenient  to  the  people  and  in  aid  of  their  speedy 
redemption. 

This  method  of  passing  from  the  present  to  the  new  system 
is  proposed  in  order  that  the  change  may  be  gradual  and  that  the 
country  may  become  accustomed  to  it  in  this  way,  and  also  to 
guard  against  the  possibility  of  undue  sale  of  United  States 
bonds.  Doubtless,  portions  of  the  country  lack  adequate  bank- 
ing facilities ;  and  to  meet  this  a  diminution  of  the  minimum 
capital  required  for  banks  in  places  of  small  population,  and 
authority  for  the  establishment  of  branch  banks,  are  advised. 


PLAN  OF  CURRENCY  REFORM. 

I.  Metallic  Currency  and  Demand  Obligations. 

1.  The  existing  gold  standard  shall  be  maintained ;  and  to  this  end 
the  standard  unit  of  value  shall  continue,  as  now,  to  consist  of  25.8 
grains  of  gold,  nine-tenths  fine,  or  23.22  grains  of  pure  gold,  as  now 
represented  by  the  one-tenth  part  of  the  eagle.  All  obligations  for  the 
payment  of  money  shall  be  performed  in  conformity  to  the  standard 
aforesaid  ;  but  this  provision  shall  not  be  deemed  to  affect  the  present 
legal  tender  quality  of  the  silver  coinage  of  the  United  States  or  of 
their  paper  currency  having  the  quality  of  legal  tender.  All  obliga- 
tions of  the  United  States  for  the  payment  of  money  now  existing,  or 
hereafter  entered  into,  shall,  unless  otherwise  expressly  provided,  be 
deemed,  and  held,  to  be  payable  in  gold  coin  of  the  United  States,  as 
defined  in  the  standard  aforesaid. 

2.  There  shall  continue  to  be  free  coinage  of  gold  into  coins  of  the 
denominations,  weight,  fineness,  and  legal  tender  quality,  prescribed 
by  existing  laws. 

3.  No  silver  dollars  shall  be  hereafter  coined. 

4.  Silver  coins  of  denominations  less  than  %\  shall  be  coined  upon 
government  account,  of  the  denominations,  weight,  fineness,  and  legal 
tender  quality  prescribed  by  existing  laws. 
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5.  Minor  coins  shall  continue  to  be  coined  upon  government 
account,  of  the  denominations,  weight,  fineness,  and  legal  tender 
quality  prescribed  by  existing  laws. 

6.  Subsidiary  and  minor  coins  shall  be  issued  and  exchanged  as 
prescribed  by  existing  laws,  except  as  hereinafter  otherwise  provided. 

7.  There  shall  be  created  a  separate  division  in  the  Treasury 
Department,  to  be  known  as  the  Division  of  Issue  and  Redemption, 
under  the  charge  of  an  Assistant  Treasurer  of  the  United  States,  who 
shall  be  appointed  by  the  President  by  and  with  the  advice  and  con- 
sent of  the  Senate. 

8.  To  this  division  shall  be  committed  all  functions  of  the  Treasury 
Department  pertaining  to  the  issue  and  redemption  of  notes  or  certifi- 
cates, and  to  the  exchange  of  coins ;  and  this  division  shall  have  the 
custody  of  the  guaranty  and  redemption  funds  of  the  national  banks, 
and  shall  conduct  all  the  operations  of  redeeming  national  bank  notes, 
as  prescribed  by  law ;  and  to  this  division  shall  be  transferred  all  gold 
coin  held  against  outstanding  gold  certificates,  all  United  States  notes 
held  against  outstanding  currency  certificates,  all  silver  dollars  held 
against  outstanding  silver  certificates,  and  all  silver  dollars  and  silver 
bullion  held  against  outstanding  Treasury  notes  of  1890,  and  all  sub- 
sidiary and  minor  coins  needed  for  the  issue  and  exchange  of  such 
coins,  and  the  funds  deposited  with  the  Treasury  for  the  liquidation  of 
national  bank  notes.  All  accounts  relating  to  the  business  of  this 
division  shall  be  kept  entirely  apart  and  distinct  from  those  of  the 
fiscal  department  of  the  Treasury ;  and  the  accounts  relating  to  the 
national  banks  shall  be  kept  separate  and  apart  from  all  other 
accounts. 

9.  A  reserve  shall  be  established  in  this  division  by  the  transfer  to  it  by 
the  Treasurer  of  the  United  States  from  the  general  funds  of  the  Treasury 
of  an  amount  of  gold  in  coin,  and  bullion,  equal  to  25  per  cent,  of  the 
aggregate  amount  of  both  the  United  States  notes  and  Treasury  notes 
issued  under  the  act  of  July  14,  1890,  outstanding,  and  a  further  sum 
in  gold  equal  to  5  per  cent,  of  the  aggregate  amount  of  the  coinage  of 
silver  dollars.  This  reserve  shall  be  held  as  a  common  fund,  and  used 
Solely  for  the  redemption  of  such  notes  and  in  exchange  for  such  notes, 
and  for  silver  and  subsidiary  and  minor  coins. 

10.  It  shall  be  the  duty  of  the  Secretary  of  the  Treasury  to  maintain 
the  gold  reserve  in  the  Division  of  Issue  and  Redemption  at  such  sum 
as  shall  secure  the  certain  and  immediate  redemption  of  all  notes  and 
silver  dollars  presented,  and  the  preservation  of  public  confidence ;  and 
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for  this  purpose  he  shall  from  time  to  time,  as  needed,  transfer  from 
the  general  fund  of  the  Treasury  to  the  Division  of  Issue  any  Redemp- 
tion any  surplus  revenue  not  otherwise  appropriated  ;  and  in  addition 
thereto  he  shall  be  authorized  to  issue  and  sell,  whenever  it  is  in  his 
judgment  necessary  for  that  purpose,  bonds  of  the  United  States  bear- 
ing interest  not  exceeding  3  per  cent.,  running  twenty  years,  but  redeem- 
able in  gold  coin,  at  the  option  of  the  United  States,  after  one  year  \ 
and  the  proceeds  of  all  such  sales  shall  be  paid  in  to  the  Division  of 
Issue  and  Redemption  for  the  purposes  aforesaid. 

1 1 .  To  provide  for  any  temporary  deficiency  which  may  at  any  time 
exist  in  the  fiscal  department  of  the  Treasury  of  the  United  States  the 
Secretary  of  the  Treasury  shall  be  authorized  at  his  discretion,  to 
issue  certificates  of  indebtedness  of  the  United  States,  payable  in  from 
one  to  five  years  aftei*  their  date,  to  the  bearer,  of  the  denominations 
of  $50  or  multiples  thereof,  with  interest  at  a  rate  not  to  exceed  3  per 
centum  per  annum,  and  to  sell  and  dispose  of  the  same  for  lawful  money 
at  the  Treasury  Department,  and  at  the  subtreasuries  and  designated 
depositories  of  the  United  States,  and  at  such  post-offices  as  he  may 
select.  And  such  certificates  shall  have  the  like  privileges  and  exemp- 
tions provided  in  the  act  to  authorize  the  refunding  of  the  national 
debt,  approved  July  14,  1870. 

1 2.  Whenever  money  is  to  be  borrowed  on  the  credit  of  the  United 
States,  the  Secretary  of  the  Treasury  shall  be  authorized,  instead  of  issu* 
Ing  the  usual  forms  of  engraved  bonds,  upon  receiving  lawful  money 
of  the  United  States,  in  sums  of  not  less  than  fifty  dollars  ($50)  in  any 
single  payment,  to  cause  a  record  of  all  such  payments  to  be  made  in 
books  to  be  kept  for  that  purpose  in  Washington,  and  thereafter,  from 
time  to  time,  to  pay  to  those  so  registered  on  such  books  interest  not 
exceeding  3  per  cent,  per  annum  in  gold  coin  on  the  amount  with 
which  they  shall  severally  stand  credited  on  such  books  in  the  same 
manner  and  at  the  same  dates  as  if  they  were  the  holders  and  owners 
of  registered  bonds  of  the  United  States ;  and  he  shall  also  pay  to  those 
so  registered  the  principal  sum  originally  deposited,  in  gold  coin,  at 
the  date  of  maturity  of  such  inscribed  loans.  Suitable  arrangements 
shall  be  made  at  each  and  every  money  order  post-office  in  the  United 
States  for  receiving  such  payments  into  the  Treasury  on  like  terms,  as 
well  as  for  the  transfer,  on  proper  identification,  of  any  inscription  on 
the  books  in  Washington,  or  of  any  part  thereof  not  less  than  fifty  dollars 
((50).  No  interest  shall  accrue  or  be  paid  on  inscriptions  which  shall 
have  been  reduced  below  fifty  dollars  (tso).     No  charge  of  any  kind 
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shall  be  made  by  any  department  or  officer  of  the  government  for  any 
service  in  connection  with  the  receipt  or  transmission  of  the  lawful 
money,  nor  in  the  transfer  of  inscriptions  on  the  books  at  Washington. 

13.  The  Division  of  Issue  and  Redemption  shall  on  demand  at 
Washington,  and  at  such  subtreasuries  of  the  United  States  as  the 
Secretary  of  the  Treasury  may  from  time  to  time  designate  : 

(a)  Pay  out  gold  coin  for  gold  certificates. 

{S)  Pay  out  gold  coin  in  redemption  of  United  States  notes  or  Treas- 
ury notes  of  1890. 

{c)  Pay  out  silver  dollars  for  silver  certificates  of  any  denomination. 

{d)  Issue  silver  certificates  of  denominations  of  fi,  $2  and  {5,  in 
exchange  for  silver  dollars  and  for  silver  certificates  in  denominations 
above  $5. 

(e)  Pay  out  gold  coin  in  exchange  for  silver  'dollars. 

(f)  Pay  out  silver  dollars  in  exchange  for  gold  coin,  United 
States  notes  or  Treasury  notes. 

{£)  Pay  out  United  States  notes  or  Treasury  notes,  not  subject  to 
immediate  cancellation,  in  exchange  for  gold  coin. 

(A)  Pay  out  and  redeem  subsidiary  and  minor  coins  as  provided  by 
existing  laws. 

(1)  Pay  out  United  States  notes  in  exchange  for  currency  certificates. 

1 4.  United  States  notes  or  Treasury  notes  once  redeemed  shall  not  be 
paid  out  again  except  for  gold  coin  unless  there  shall  be  an  accumula- 
tion of  such  notes  in  the  Division  of  Issue  and  Redemption  which  can- 
not then  be  canceled  under  the  provisions  of  the  act,  in  which  case  the 
Secretary  of  the  Treasury  shall  have  authority,  if  in  his  judgnjent  that 
course  is  necessary  for  the  public  welfare,  to  invest  the  same  or  any 
portion  thereof  in  bonds  of  the  United  States  for  the  benefit  of  the 
redemption  fund,  such  bonds  to  be  held  in  the  Division  of  Issue  and 
Redemption,  subject  to  sale  at  the  discretion  of  the  Secretary  of  the 
Treasury  for  the  benefit  of  the  Division  of  Issue  and  Redemption,  and 
not  for  any  other  purpose. 

15.  The  Secretary  of  the  Treasury  shall  be  authorized  to  sell  from 
time  to  time,  in  his  discretion,  any  silver  bullion  in  the  Division  of  Issue 
and  Redemption ;  and  the  proceeds  in  gold  of  such  sales  shall  be  placed 
to  the  account  of  the  gold  reserve  in  the  Division  of  Issue  and  Redemp- 
tion. 

16.  The  gold  certificates  and  the  currency  certificates  shall,  whenever 
presented  and  paid  or  received  in  the  Treasury,  be  retired  and  not 
reissued. 
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17.  Ko  United  States  note  or  Treasury  note  of  1890  of  a  denomina- 
tion less  than  {10  shall  hereafter  be  issued  ;  and  silver  certificates  shall 
hereafter  be  issued  or  paid  out  only  in  denominations  of  fi,  {2  and  $5 
against  silver  dollars  held  by  or  deposited  in  the  Treasury. 

18.  The  Assistant  Treasurer  in  charge  of  the  Division  of  Issue  and 
Redemption  shall,  on  demand,  pay  in  gold  coin  all  United  States  notes 
and  Treasury  notes  presented  for  payment,  and  as  paid  cancel  the  same 
up  to  the  amount  of  {50,000,000.  After  that  amount  shall  have  been 
paid  and  canceled,  he  shall  then  from  time  to  time  cancel  such  further 
amounts  of  notes  so  paid  as  shall  equal,  but  not  exceed,  the  increase  of 
national  bank  notes  issued  subsequent  to  the  taking  effect  of  the  pro- 
posed act. 

19.  If  at  the  end  of  five  years  next  after  the  taking  effect  of  the 
proposed  act  any  United  States  notes  or  Treasury  notes  shall  be  out- 
standing, a  sum  not  exceeding  one-fifth  of  such  outstanding  amount 
shall  be  retired  and  canceled  each  year  thereafter ;  and  at  the  end  of 
ten  years  after  the  passage  of  the  proposed  act  the  United  States  notes 
and  Treasury  notes  then  outstanding  shall  cease  to  be  legal  tender  for 
all  debts  public  and  private,  except  for  dues  to  the  United  States. 

20.  The  Secretary  of  the  Treasury  may,  in  his  discretion,  transfer 
from  surplus  revenue  in  the  general  Treasury  to  the  Division  of  Issue 
and  Redemption  any  United  States  notes  or  Treasury  notes  which  on 
such  transfer  could  then  lawfully  be  canceled  under  the  provisions  of 
the  proposed  act  if  they  had  been  redeemed  on  presentation ;  and 
when  so  transferred  the  same  shall  be  canceled.  The  Secretary  of  the 
Treasury,  in  his  discretion,  whenever  there  may  be  United  States  notes 
or  Treasury  notes  in  the  general  Treasury  which  are  not  available  as 
surplus  revenue,  and  which  upon  transfer  to  the  Division  of  Issue  and 
Redemption  could  then  lawfully  be  canceled  under  the  provisions  of 
the  act,  may  exchange  such  notes  with  the  Division  of  Issue  and 
Redemption  for  gold  coin,  and  such  notes  shall  thereupon  be  canceled. 

21.  All  vested  rights  of  property  or  contract,  and  all  penalties 
incurred  before  the  taking  effect  of  the  proposed  act  or  any  part  of  it, 
shall  not  be  affected  by  the  passage  thereof ;  and  all  provisions  of  law 
inconsistent  with  any  of  the  provisions  of  the  proposed  act  should  be 
repealed. 

II.  Banking  System. 

22.  The  total  issues  of  any  national  bank  shall  not  exceed  the 
amount  of  its  paid-up  and  unimpaired  capital,  exclusive  of  so  much 
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thereof  as  is  invested  in  real  estate.  All  such  notes  shall  be  of  uniform 
design  and  quality,  and  shall  be  made  a  first  lien  upon  all  the  assets  of 
the  issuing  bank,  including  the  personal  liability  of  its  stockholders. 
No  such  notes  shall  be  of  less  denomination  than  fio. 

23.  Up  to  an  amount  equal  to  25  per  cent,  of  the  capital  stock  of 
the  bank  (the  whole  of  its  capital  being  unimpaired),  the  notes  issued 
by  it  shall  not  exceed  the  value  of  United  States  bonds,  to  be  fixed  as 
hereinafter  provided,  deposited  with  the  Treasurer  of  the  United  States. 
The  additional  notes  authorized  may  be  issued  without  further  deposit 
of  bonds. 

Beginning  five  years  after  the  passage  of  the  proposed  act,  the 
amount  of  bonds  required  to  be  deposited  before  issuing  notes  in 
excess  thereof  shall  be  reduced  each  year  by  one-fifth  of  the  25  per 
cent,  of  capital  herein  provided  for  ;  and  thereafter  any  bank  may  at 
any  time  withdraw  any  bonds  deposited  in  excess  of  the  requirements 
hereof. 

24.  Every  national  bank  shall  pay  a  tax  at  the  rate  of  2  per  cent, 
per  annum,  payable  monthly,  upon  the  amount  of  its  notes  outstanding 
in  excess  of  60  per  cent,  and  not  in  excess  of  80  per  cent,  of  its  capital, 
and  a  tax  at  the  rate  of  6  per  cent,  per  annum,  payable  monthly,  upon 
the  amount  of  its  notes  outstanding  in  excess  of  80  per  cent,  of  its 
capital. 

25.  Any  bank  may  deposit  any  lawful  money  with  the  Treasurer  of 
the  United  States  for  the  retirement  of  any  of  its  notes ;  and  every 
such  deposit  shall  be  treated  as  a  reduction  of  its  outstanding  notes  to 
that  extent ;  and  the  tax  above  provided  for  shall  cease  as  of  the  first 
of  the  following  month  on  an  equal  amount  of  its  notes. 

26.  The  Secretary  of  the  Treasury  shall  annually  fix  the  value  of 
each  series  of  bonds  of  the  United  States  bearing  a  rate  of  interest 
exceeding  3  per  cent,  as  equalized  upon  the  rate  of  interest  of  3  per 
cent,  per  annum,  and  such  valuation  as  fixed  by  the  Secretary  on  this 
basis  shall  be  the  valuation  at  which  the  bonds  will  be  receivable  upon 
deposit.  Bonds  payable  at  the  option  of  the  government  shall  be 
receivable  at  95  per  cent,  of  their  then  market  value  as  determined  by 
the  Secretary  of  the  Treasury.  If  any  bonds  shall  be  issued  hereafter 
payable  at  a  date  named  and  bearing  interest  at  3  per  cent.,  or  less> 
they  shall  be  receivable  at  par. 

27.  The  Comptroller  of  the  Currency  shall  from  time  to  time,  as 
called  for,  issue  to  any  bank,  the  capital  of  which  is  full  paid  and  unim- 
paired, any  of  the  notes  herein  elsewhere  provided  for,  on  the  payment 
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to  the  Treasurer  of  the  United  States,  in  gold  coin,  of  5  per  cent,  of 
the  amount  of  notes  thus  called  for,  which  payments  shall  go  into  the 
common  guaranty  fund,  for  the  prompt  payment  of  the  notes  of  any 
defaulted  national  bank.  Upon  the  failure  of  any  bank  to  redeem  its 
notes,  they  shall  be  paid  from  the  said  guaranty  fund,  and  forthwith 
proceedings  shall  be  taken  to  collect  from  the  assets  of  the  bank  and 
from  the  stockholders  thereof,  if  necessary,  a  sum  sufficient  to  repay  to 
said  guaranty  fund  the  amount  thereof  that  shall  have  been  used  to 
redeem  said  notes;  and  also  such  further  sum  as  shall  be  adequate  to 
the  redemption  of  all  the  unpaid  notes  of  said  bank  outstanding. 

28.  Persons  who,  having  been  stockholders  of  the  bank,  have  trans- 
ferred their  shares,  or  any  of -them,  to  others,  or  registered  the  transfer 
thereof  within  sixty  days  before  the  commencement  of  the  suspension 
of  payment  by  the  bank,  shall  be  liable  to  all  calls  on  the  shares  held 
or  subscribed  for  by  them,  as  if  they  held  such  shares  at  the  time  of 
suspension  of  payment,  saving  their  recourse  against  those  by  whom 
such  shares  were  then  actually  held.  So  long  as  any  obligation  of  the 
bank  shall  remain  unsatisfied,  the  liability  of  each  stockholder  shall 
extend  to,  but  not  exceed  in  the  whole,  an  amount  equal  to  the  par  of 
his  stock. 

29.  If  the  said  guaranty  fund  of  5  per  cent,  of  all  the  notes  out- 
standing shall  become  impaired,  by  reason  of  payments  made  to  redeem 
said  notes  as  herein  provided,  the  Comptroller  of  the  Currency  shall 
make  an  assessment  upon  all  the  banks  in  proportion  to  their,  notes 
then  outstanding  sufficient  to  make  said  fund  equal  to  5  per  cent,  of 
said  outstanding  notes. 

Any  bank  may  deposit  any  lawful  money  with  the  Treasurer  of  the 
United  States  for  the  retirement  of  any  of  its  notes ;  or  return  its  own 
notes  for  cancellation  ;  whereupon  the  Comptroller  shall  direct  the 
repayment  to  such  bank  of  whatever  sum  may  be  the  unimpaired  por- 
tion of  said  bank's  contribution  to  the  guaranty  fund  on  account  of 
said  notes. 

Any  portion  of  the  guaranty  fund  may  be  invested  in  United  States 
bonds  in  the  discretion  of  the  Secretary  of  the  Treasury. 

The  taxes  on  circulation,  provided  for  in  paragraph  24,  as  well  as 
the  interest  accruing  from  investment  of  any  part  of  the  guaranty  fund, 
shall  be  held  in  the  Division  of  Issue  and  Redemption  in  gold  coin  or 
in  United  States  bonds  in  the  discretion  of  the  Secretary  of  the  Treas- 
ury, and  shall  be  a  fund  supplementary  and  in  addition  to  the  guaranty 
fund,  to  be  used  only  in  case  said  guaranty  fund  shall  ever  become 
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insufficient  to  redeem  any  bank  notes  issued  hereunder,  and  it  shall 
not  be  taken  into  account  in  estimating  the  amount  of  assessments 
necessary  to  replenish  said  guaranty  fund  or  in  re]>ayments  to  banks 
of  their  contributions  to  the  guaranty  fund. 

30.  The  present  system  of  national  bank  note  redemption  should 
be  continued,  with  a  constantly  maintained  redemption  fund  of  5  per 
cent,  in  gold  coin,  and  with  power  conferred  on  the  Comptroller  of 
the  Currency,  with  the  approval  of  the  Secretary  of  the  Treasury,  to 
establish  additional  redemption  agencies  at  any  or  all  of  the  sub- 
treasuries  of  the  United  States,  as  he  may  determine. 

31.  So  much  of  the  provisions  of  existing  law  as  require  each 
national  bank  to  receive  at  par,  in  payment  of  debts  to  it,  the  notes 
of  other  national  banks,  and  making  such  notes  receivable  at  par 
in  payment  of  all  dues  to  the  United  States  except  duties  on 
imports,  shall  be  extended  to  cover  notes  issued  under  the  pro- 
posed plan. 

32.  National  banks  shall  hold  reserves  in  lawful  money  against  their 
deposits  of  not  less  than  25  per  cent,  and  15  per  cent,  for  the  respec- 
tive classes  as  now  provided  by  law,  at  least  one-fourth  of  which 
reserve  shall  be  in  coin,  and  held  in  the  vaults  of  the  bank.  Neither 
the  5  per  cent,  redemption  fund,  nor  the  5  per  cent,  guaranty  fund, 
shall  be  counted  as  part  of  the  reserve  required.  No  bank  shall  count 
or  report  any  of  its  own  notes  as  a  part  of  its  cash  or  cash  assets  on 
hand. 

33.  I'errait  the  organization  of  national  banks  with  a  capital  stock 
of  $25,000,  in  places  of  four  thousand  population  or  less. 

34.  Provision  should  be  made  whereby  branch  banks  may  be 
established  with  the  consent  of  the  Comptroller  of  the  Currency  and 
approval  of  the  Secretary  of  the  Treasury. 

35.  For  the  purpose  of  meeting  the  expenses  of  the  Treasury  in 
connection  with  the  national  bank  system,  a  tax  of  one-eighth  of  i  per 
cent,  per  annum  upon  its  franchise  as  measured  by  the  amount  of  its 
capital,  surplus  and  undivided  profits,  shall  be  imposed  upon  each 
bank. 

36.  So  amend  existing  laws  as  to  provide  — 

{a)  For  more  frequent  and  thorough  examinations  of  banks. 
{S)  For  fixed  salaries  for  bank  examiners. 
(c)  To  provide  for  rotation  of  examiners. 

{d)  For  public  reports,  regular  or  special,  at  the  call  of  the  Comp- 
troller of  the  Currency. 


PRELIMINAR  V  REPORT  S  7 

{e)  To  make  it  penal  for  any  bank  to  loan  money,  or  grant  any 
gratuity,  to  an  examiner  of  that  bank,  and  penal  for  such  examiner  to 
receive  it. 

37.  Any  national  banking  association  heretofore  organized  may  at 
any  time  within  one  year  from  the  passage  of  the  proposed  act,  and 
with  the  approval  of  the  Comptroller  of  the  Currency,  be  granted,  as 
herein  provided,  all  the  rights,  and  be  subject  to  all  the  liabilities,  of 
national  banking  associations  organized  hereunder  :  provided,  that 
such  action  on  the  part  of  such  associations  shall  be  authorized  by 
the  consent  in  writing  of  shareholders  owning  not  less  than  two-thirds 
of  the  capital  stock  of  the  association. 

38.  Any  national  banking  association  now  organized  which  shall 
not,  within  one  year  after  the  passage  of  the  proposed  act,  become  a 
national  banking  association  under  the  provisions  hereinbefore  stated, 
and  which  shall  not  place  in  the  hands  of  the  Treasurer  of  the  United 
States  the  sums  hereinbefore  provided,  for  the  redemption  and  guar- 
anty of  its  circulating  notes,  or  which  shall  fail  to  comply  with  any 
other  provision  of  the  proposed  act,  shall  be  dissolved  ;  but  such  dis- 
solution shall  not  take  away  or  impair  any  remedy  against  such 
corporation,  its  stockholders  or  officers,  for  any  liability  or  penalty 
which  shall  have  been  previously  incurred. 

39.  Any  bank  or  banking  association  incorporated  by  special  law 
of  any  state,  or  organized  under  the  general  laws  of  any  state,  and 
having  a  paid-up  and  unimpaired  capital  sufficient  to  entitle  it  to 
become  a  national  banking  association  under  the  provisions  of  the 
proposed  act,  may,  by  the  consent  in  writing  of  the  shareholders 
owning  not  less  than  two-thirds  of  the  capital  stock  of  such  bank  or 
banking  association,  and  with  the  approval  of  the  Comptroller  of  the 
Currency,  become  a  national  bank  under  this  system,  under  its  former 
name  or  by  any  name  approved  by  the  Comptroller.  The  directors 
thereof  may  continue  to  be  the  directors  of  the  association  so  organ- 
ized until  others  are  elected  or  appointed  in  accordance  with  the 
provisions  of  the  law.  When  the  Comptroller  of  the  Currency  has 
given  to  such  bank  or  banking  association  a  certificate  that  the  provis- 
ions of  this  act  have  been  complied  with,  such  bank  or  banking 
association,  and  all  its  stockholders,  officers,  and  employes,  shall  have 
the  same  powers  and  privileges,  and  shall  be  subject  to  the  same  duties, 
liabilities  and  regulations,  in  all  respects,  as  shall  have  been  prescribed 
for  associations  originally  organized  as  national  banking  associations 
under  the  proposed  act. 
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This  plan  is  based  in  its  main  features  upon  principles,  which 
are  conceived  to  be  fundamental  and  unchangeable,  and  which 
never  have  been,  and  never  can  be,  departed  from  without  dis- 
aster. Its  methods  and  details  are  of  course  capable  of  consid- 
erable variation  consistently  with  these  principles.  The  methods 
suggested  have  been  reached  after  very  careful  inquiry  and 
study,  and  it  is  thought  that  they  will  prove  to  be  practical,  and 
adequate  to  the  realization  of  a  safe  and  steady  system  of  finance 
and  currency,  in  which  all  the  people  of  our  country,  of  what- 
ever calling  or  political  opinion,  are  equally  and  most  deeply 
interested. 

All  of  which  is  respectfully  submitted. 


Washington, 

December  17,  1897. 


George  F.  Edmunds, 

Chairman, 

George  E.  Leighton, 

Vice-  Chairman, 

T.  G.  Bush. 

W.  B.  Dean. 

Charles  S.  Fairchild. 

Stuyvesant  Fish. 

J.  W.  Fries. 

C.  Stuart  Patterson. 

Robert  S.  Taylor. 


I  sign  except  as  to  provisions  relating  to  metallic  currency 

and  certificates  issued  thereon. 

Louis  A.  Garnett. 


The  undersigned,  while  heartily  agreeing  in  general  to  the 
above  plan,  dissents  from  the  principle  involved  in  section  14, 
by  which  the  Secretary  of  the  Treasury  is  empowered  to  reissue 
United  States  notes  in  purchase  of  bonds, — believing  that  the 
increase  of  the  circulation  should  not  be  left  to  the  decision  of 
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government  officials ;  that  no  official  should  be  exposed  to  the 
pressure  which  would  thereby  be  created  ;  that  the  issue  of  gold 
in  redemption  of  the  notes  would  prevent  contraction  ;  and  that 
it  is  inconsistent  with  the  principles  on  which  an  elastic  bank 
currency  has  been  recommended,  because  notes  should  not  be 
issued  by  the  government  in  an  emergency,  when  bank  issues 
have  been  above  provided  for  exactly  such  an  occasion. 

J.  Laurence  Laughlin. 


BILL   EMBODYING   COMMISSION'S    PRO- 
POSALS. 


Fifty-fifth  Congress 
Second  Session 


;'"'[    H.  R.  5855. 


IN  THE  HOUSE  OF  REPRESENTATIVES,  JANUARY  6,  1898. 

Mr.  Overstreet  introduced  the  following  bill,  which  was  referred 
to  the  Committee  on  Banking  and  Currency  and  ordered  to  be 
printed : 

A  BILL 

To  Provide  for  Strengthening  the  Public  Credit,  for  the 
Retirement  of  the  Demand  Obligations  of  the  United 
States,  and  the  Amendment  of  the  Laws  Relating  to 
National  Banking  Associations. 


Be  it  enacted^  &*c..  That  the  standard  unit  of  value  shall  as  now 
be  the  dollar,  and  shall  consist  of  twenty-five  and  eighth-tenths  grains 
of  gold,  nine-tenths  fine,  or  twenty-three  and  twenty-two  one  hun- 
dredths grains  of  pure  gold,  as  represented  by  the  one-tenth  part  of 
the  eagle. 

Sec  2.  That  all  obligations  for  the  payment  of  money  shall  be 
performed  in  conformity  with  the  standard  provided  for  in  section  i : 
Provided,  That  nothing  herein  contained  shall  be  construed  or  held  to 
affect  the  present  legal  tender  quality  of  the  silver  dollar  or  the  sub- 
sidiary or  minor  coins  or  the  paper  currency  of  the  United  States. 

That  all  obligations  of  the  United  States  for  the  payment  of  money 
now  existing  or  hereafter  to  be  entered  into,  shall,  unless  hereafter 
otherwise  expressly  stipulated,  be  deemed  and  held  to  be  payable  in 
gold  coin  of  the  United  States,  as  defined  in  the  standard  aforesaid. 

Sec.  3.  That  there  shall  continue  to  be  free  coinage  of  gold  into 
coins  of  the  denominations,  weight,  fineness,  and  legal  tender  quality, 
prescribed  by  existing  laws. 

No  silver  dollars  shall  be  hereafter  coined. 

60 
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Silver  coins  of  denominations  less  than  one  dollar  shall  be  coined 
upon  government  account,  of  the  denominations,  weight,  fineness,  and 
legal  tender  quality  prescribed  by  existing  laws. 

Minor  coins  shall  continue  to  be  coined  upon  government  account, 
of  the  denominations,  weight,  fineness,  and  legal  tender  quality  pre- 
scribed by  existing  laws. 

Subsidiary  and  minor  coins  shall  be  issued  and  exchanged  as  pre- 
scribed by  existing  laws,  except  as  hereinafter  otherwise  provided. 

Sec.  4.  That  there  is  hereby  created  a  division  in  the  Treasury 
Department,  to  be  known  as  the  Division  of  Issue  and  Redemption, 
under  the  charge  of  an  Assistant  Treasurer  of  the  United  States,  who 
shall  be  appointed  by  the  President,  by  and  with  the  advice  and  con- 
sent of  the  Senate. 

Sec.  5.  That  to  the  Division  of  Issue  and  Redemption  shall  be 
committed  all  functions  of  the  Treasury  Department  pertaining  to  the 
issue  and  redemption  of  notes  and  certificates,  and  to  the  exchange  of 
coins,  and  the  said  Division  of  Issue  and  Redemption  shall  have  the 
custody  of  the  Bank  Note  Guaranty  Fund  and  of  the  Redemption 
Funds  of  the  national  banking  associations,  and  shall  conduct  the 
operations  of  redeeming  the  circulating  notes  of  national  banking 
associations,  as  prescribed  by  law ;  and  to  this  division  shall  be  trans- 
ferred all  gold  coin  held  against  outstanding  gold  certificates,  all  silver 
dollars  held  against  outstanding  silver  certificates,  all  United  States 
notes  held  against  outstanding  currency  certificates,  and  all  silver  dollars 
and  silver  bullion  held  against  outstanding  Treasury  notes  issued  under 
the  Act  of  July  14,  1890,  and  such  amount  of  subsidiary  and  minor 
coins  as  the  Secretary  of  the  Treasury  shall  consider  necessary  for  the 
issue  and  exchange  of  such  coins,  and  the  funds  deposited  with  the 
Treasury  for  the  redemption  or  retirement  of  the  circulating  notes  of 
national  banking  associations.  All  accounts  relating  to  the  business 
of  this  division  shall  be  kept  entirely  apart  and  distinct  from  those  of 
the  other  departments  of  the  Treasury ;  and  the  accounts  relating  to 
the  national  banking  associations  deposited  with  the  Division  of  Issue 
and  Redemption  shall  be  kept  separate  and  apart  from  all  other 
accounts. 

Sec.  6.  That  a  reserve  shall  be  established  in  the  Division  of  Issue 
and  Redemption  aforesaid,  by  the  transfer  to  it  by  the  Treasurer  of 
the  United  States  from  the  general  funds  of  the  Treasury  of  an 
amount  of  gold,  in  coin  and  bullion,  equal  to  25  per  centum  of  the 
amount  both  of  United  States  notes  and  Treasury  notes  issued  under 
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the  Act  of  July  14,  1890,  outstanding,  and  a  further  sum  in  gold  equal 
to  5  per  centum  of  the  aggregate  amount  of  the  coinage  of  silver  dol- 
lars. This  reserve  shall  be  held  as  a  common  fund  and  used  solely 
for  the  redemption  of  said  notes  and  in  exchange  for  said  notes  and 
for  silver  dollars  and  subsidiary  and  minor  coins,  as  hereinafter  pro- 
vided. 

Sec.  7.  That  it  shall  be  the  duty  of  the  Secretary  of  the  Treasury 
to  maintain  the  gold  reserve  in  the  Division  of  Issue  and  Redemption 
aforesaid  at  such  sum  as  shall  secure  the  certain  and  immediate 
redemption  of  all  notes  and  exchange  of  all  silver  dollars  presented, 
as  hereinafter  provided  for,  and  the  preservation  of  public  confidence ; 
and  for  this  purpose  he  shall  from  time  to  time  transfer  to  the  Division 
of  Issue  and  Redemption  any  funds  in  the  Treasury  not  otherwise 
appropriated,  and  in  addition  thereto  he  is  hereby  authorized  to  issue 
and  sell,  whenever  it  is  in  his  judgment  necessary  to  the  ends  afore- 
said, bonds  of  the  United  States,  bearing  interest  at  a  rate  not 
exceeding  3  per  cent,  per  annum  payable  in  gold  coin  at  the  end  of 
twenty  years,  but  redeemable  in  gold  coin  at  the  option  of  the  United 
States  after  one  year ;  and  the  proceeds  of  all  such  sales  shall  be  paid 
into  the  Division  of  Issue  and  Redemption  for  the  purposes  aforesaid. 

Sec.  8.  That  the  Division  of  Issue  and  Redemption  shall,  at  Wash- 
ington, and  at  such  sub-treasuries  of  the  United  States  as  the  Secre- 
tary of  the  Treasury  may  from  time  to  time  designate,  on  demand  — 

(i)  Pay  out  gold  coin  for  gold  certificates. 

(2)  Pay  out  United  States  notes  for  currency  certificates. 

(3)  Pay  out  %9^^  coi'^  i°  redemption  of  United  States  notes  and 
Treasury  notes  of  1890. 

(4)  Pay  out  silver  dollars  for  silver  certificates  of  any  denomina- 
tion. 

(5)  Issue  silver  certificates  of  denominations  of  one  dollar,  two 
dollars,  and  five  dollars,  in  exchange  for  silver  dollars  and  for  silver 
certificates  of  denominations  above  five  dollars. 

(6)  Pay  out  gold  coin  in  exchange  for  silver  dollars. 

(7)  Pay  out  silver  dollars  held  in  the  Division  of  Issue  and  Redemp- 
tion aforesaid  and  not  covered  by  outstanding  silver  certificates,  in 
exchange  for  gold  coin.  United  States  notes  or  Treasury  notes. 

(8)  Pay  out  United  States  notes  or  Treasury  notes,  not  subject  to 
immediate  cancellation,  in  exchange  for  gold  coin. 

(9)  Pay  out  gold  coin  in  exchange  for  subsidiary  and  minor  coins 
presented  in  sums  of  twenty  dollars  or  multiples  thereof*  and  pay  out 
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subsidiary  and  minor  coin  in  ^ums  of  twenty  dollars  or  multiples 
thereof,  in  exchange  for  any  lawful  money. 

(10)  Pay  out  in  redemption  of  national  bank  notes  the  moneys  in 
the  division  available  for  that  purpose. 

Sec.  9.  That  the  Division  of  Issue  and  Redemption  shall,  on 
demand,  pay  in  gold  coin  all  United  States  notes  and  Treasury  notes 
presented  for  payment,  and  as  paid  cancel  the  same  up  to  the  amount 
of  $50,000,000.  After  that  amount  shall  have  been  paid  and  canceled, 
it  shall  then  from  time  to  time  cancel  such  further  amounts  of  notes  so 
paid  as  shall  equal,  but  not  exceed,  the  increase  of  national  bank  notes 
issued  subsequent  to  the  taking  effect  of  this  Act. 

Sec.  10.  That  if  at  the  end  of  five  years  next  after  the  taking 
effect  of  this  act  any  United  States  notes  or  Treasury  notes  shall  be 
outstanding,  a  sum  not  exceeding  one-fifth  of  such  outstanding  amount 
shall,  as  received,  be  retired  and  canceled  each  year  thereafter ;  and  at 
the  end  of  ten  years  after  the  passage  of  this  Act  United  States  notes 
and  Treasury  notes  then  outstanding  shall  cease  to  be  a  legal  tender 
for  all  debts,  public  and  private,  except  for  dues  to  the  United  States. 

Sec.  II.  That  United  States  notes  or  Treasury  notes  once  redeemed 
shall  not  be  paid  out  again  except  for  gold  coin,  unless  there  shall  be  an 
accumulation  of  such  notes  in  the  Division  of  Issue  and  Redemption 
which  cannot  then  be  canceled  under  the  provision  of  this  Act ;  in  which 
case  the  Secretary  of  the  Treasury  shall  have  authority,  if,  in  his  judg- 
ment, that  course  is  necessary  for  the  public  welfare,  to  invest  the  same, 
or  any  portion  thereof,  in  bonds  of  the  United  States  for  the  benefit  of 
the  gold  reserve  in  the  Division  of  Issue  and  Redemption,  such  bonds 
to  be  held  in  the  aforesaid  Division,  subject  to  sale  at  the  discretion 
of  the  Secretary  of  the  Treasury,  for  the  benefit  of  the  said  reserve  in 
the  said  Division  of  Issue  and  Redemption,  and  not  for  any  other 
purpose. 

Sec.  12.  That  the  Secretary  of  the  Treasury  shall  be  authorized  to 
sell  for  gold,  from  time  to  time,  in  his  discretion,  any  silver  bullion  in 
the  Division  of  Issue  and  Redemption,  and  the  proceeds  of  such  sales 
shall  be  placed  to  the  account  of  the  gold  reserve  in  the  Division  of 
Issue  and  Redemption  aforesaid.  That  so  much  of  section  2  of  the 
Act  approved  July  14,  1890,  entitled  "An  act  directing  the  purchase 
of  silver  bullion  and  the  issue  of  Treasury  notes  thereon,  and  for  other 
purposes,"  as  provides  there  shall  be  outstanding  at  any  time  no 
greater  amount  of  the  Treasury  notes  issued  under  the  provisions  of 
that  act  than  the  cost  of  the  silver  bullion  and  the  standard  silver  dol- 
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lars  coined  therefrom,  then  held  in  the  Treasur}*,  purchased  by  such 
notes,  be  and  the  same  is  hereby  repealed. 

Sec  13.  That  gold  certificates  and  currency  certificates  shall, 
whenever  presented  and  paid  or  received  in  the  Treasury,  be  retired 
and  canceled.  All  provisions  of  law  authorizing  the  issue  or  reissue  of 
gold  certificates  or  currency  certificates  are  hereby  repealed. 

Sec.  14.  That  no  United  States  note  or  Treasury  note  issued  under 
the  act  of  July  14,  1890,  of  a  denomination  less  than  ten  dollars  shall 
hereafter  be  issued,  and  silver  certificates  shall  hereafter  be  issued  or 
paid  out  only  in  denominations  of  one  dollar,  two  dollars,  and  five 
dollars,  against  silver  dollars  deposited  in  the  Division  of  Issue  and 
Redemption,  or  in  exchange  for  silver  certificates  of  denominations 
exceeding  five  dollars. 

Sec.  15,  That  the  Secretary  of  the  Treasury  may,  in  his  discre- 
tion, transfer  from  any  funds  in  the  general  Treasury  not  otherwise 
appropriated  to  the  Division  of  Issue  and  Redemption  any  United 
States  notes  or  Treasurv  notes  which,  on  such  transfer,  could  then  law- 
fully  be  canceled  under  the  provision  of  this  act,  if  they  had  been 
redeemed  on  presentation ;  and  when  so  transferred  the  same  shall  be 
canceled.  And  the  Secretary  of  the  Treasury,  whenever  there  may  be 
United  States  notes  or  Treasury  notes  in  the  general  Treasury  which  are 
not  available  as  surplus  revenue,  and  which,  upon  transfer  to  the  Divi- 
sion of  Issue  and  Redemption  could  then  lawfully  be  canceled  under 
the  provisions  of  this  act,  may  exchange  such  notes  with  the  Division 
of  Issue  and  Redemption  for  gold  coin,  and  such  notes  shall  thereupon 
be  canceled. 

Sec.  16.  That,  to  provide  for  any  temporary  deficiency  which 
may  at  any  time  exist  in  the  Treasury  of  the  United  States,  the  Secre- 
tary of  the  Treasury  be  and  he  is  hereby  authorized,  at  his  discretion,  to 
issue  certificates  of  indebtedness  of  the  United  States,  payable  to  the 
bearer  in  gold  coin  in  five  years,  and  redeemable  in  gold  coin  at  the 
option  of  the  United  States  after  one  year  from  their  date,  of  the 
denomination  of  fifty  dollars,  or  multiples  thereof,  with  interest  at  a 
rate  not  to  exceed  3  per  centum  per  annum,  and  to  sell  and  dispose  of 
the  same  for  lawful  money  at  the  Treasury  Department  and  at  the  sub- 
treasuries  and  designated  depositories  of  the  United  States,  and  at 
such  post  offices  as  he  may  select.  And  such  certificates  shall  have 
the  like  privileges  and  exemption  provided  in  the  Act  entitled ''An 
Act  to  authorize  the  refunding  of  the  national  debt,"  approved  July 
14th,  1870. 


THE  COMMISSION'S  BILL  65 

Sec.  17.  That  whenever  money  is  to  be  borrowed  on  the  credit  of 
the  United  States,  the  Secretary  of  the  Treasury  is  authorized,  instead 
of  issuing  the  usual  forms  of  engraved  bonds,  upon  receiving  lawful 
money  of  the  United  States  in  sums  of  not  less  than  fifty  dollars  in  any 
single  payment,  to  cause  a  record  of  such  payments  to  be  made  in 
books  to  be  kept  for  that  purpose  in  Washington,  and  thereafter,  from 
time  to  time,  to  pay  to  those  so  registered  on  such  books,  interest  at  a 
rate  not  exceeding  3  per  cent,  per  annum,  in  gold  coin,  on  the  amount 
with  which  they  shall  severally  stand  credited  on  such  books,  in  the 
same  manner  as  if  they  were  holders  and  owners  of  registered  bonds 
of  the  United  States,  and  he  shall  also  pay  to  those  so  registered  the 
sum  due  in  gold  coin,  at  the  date  of  maturity  of  such  inscribed  loans. 
Suitable  arrangements  shall  be  made  at  each  and  every  money  order 
post  office  in  the  United  States  for  receiving  such  payments  into  the 
Treasury  on  like  terms,  as  well  as  for  the  transfer,  on  proper  identifica- 
tion, of  any  inscription  on  the  books  in  Washington,  or  of  any  part 
thereof,  not  less  than  fifty  dollars.  No  interest  shall  accrue  or  be  paid 
on  inscriptions  which  shall  have  been  reduced  below  fifty  dollars.  No 
charge  of  any  kind  shall  be  made  by  any  department  or  officer  of  the 
government  for  any  service  in  connection  with  the  receipt  or  transmis- 
sion of  the  lawful  money,  nor  in  the  transfer  of  inscriptions  on  the 
books  at  Washington. 

Sec.  18.  That  any  national  banking  association  organized  under 
the  laws  of  the  United  States  shall,  if  its  capital  be  wholly  paid  up  and 
unimpaired,  be  entitled  to  receive  from  the  Comptroller  of  the  Cur- 
rency circulating  notes  of  denominations  hereinafter  provided,  in 
blank,  registered  and  countersigned  as  provided  by  law,  to  an  amount 
not  exceeding  the  amount  of  such  paid  up  and  unimpaired  capital, 
after  deducting  therefrom  its  investment  in  real  estate :  Providedy  That 
during  the  five  years  first  succeeding  the  passage  of  this  act,  any 
national  banking  association  receiving  from  the  Comptroller  of  the 
Currency  circulating  notes  in  blank  under  the  provisions  of  this  act, 
shall  maintain  on  deposit  with  the  Treasurer  of  the  United  States, 
bonds  of  the  United  States  to  an  amount,  at  a  valuation  computed  as 
hereinafter  prescribed,  equal  to  that  of  the  circulating  notes  so 
received,  whenever  such  notes  shall  not  exceed  25  per  centum  of  the 
capital  stock.  And  for  each  succeeding  year  after  the  expiration  of 
five  years  from  the  passage  of  this  act,  the  amount  of  bonds  required 
to  be  deposited  before  issuing  notes  in  excess  of  such  deposit  shall  be 
decreased  by  20  per  centum  of  the  original  25  per  centum  of  capital 


66  REPORT  OF  THE  MONETARY  COMMISSION 

Stock  hereinbefore  specified,  and  from  and  after  the  expiration  of 
ten  jears  from  the  passage  of  this  act  no  such  bond  deposit  shall  be 
required.  And  no  further  deposit  of  bonds  shall  be  required  than  is 
herein  prescribed ;  and  any  national  banking  association  having  at  any 
time  bonds  of  the  United  States  deposited  with  the  Treasurer  in  excess 
of  the  amount  required  by  law  to  be  at  such  time  deposited,  may  with- 
draw the  whole  or  any  part  of  such  excess.  But  nothing  herein  con- 
tained shall  be  construed  to  authorize  or  permit  the  withdrawal  of 
bonds  required  to  be  deposited  under  the  provision  of  section  5153  of 
the  Revised  Statutes  of  the  United  States,  as  security  for  the  safe  keep- 
ing and  prompt  payment  of  public  moneys  deposited  with  any  national 
banking  association. 

Sec.  19.  That  so  much  of  the  provisions  of  section  5159  of  the 
Revised  Statutes  of  the  United  States  and  section  4  of  the  Act  of  June 
20th,  1874,  and  section  8  of  the  Act  of  July  12th,  1882,  as  provide 
that  before  any  national  banking  association  shall  be  authorized  to 
commence  banking  business  it  shall  transfer  and  deliver  to  the  Treas- 
urer of  the  United  States,  United  States  registered  bonds,  to  an 
amount,  where  the  capital  is  $150,000  or  less,  not  less  than  one-fourth 
of  its  capital  stock,  and  $50,000  where  the  capital  is  in  excess  of 
$150,000,  be  and  the  same  is  hereby  repealed. 

Sec.  20.  That  every  national  banking  association  shall  at  all  times 
keep  and  have  on  deposit  with  the  Division  of  Issue  and  Redemption 
for  the  purpose  hereinafter  specified  a  sum  in  gold  coin  equal  to  five 
per  centum  of  its  outstanding  circulation.  The  amounts  so  kept  on 
deposit  shall  constitute  a  fund  to  be  known  as  ''  The  Bank  Note  Guar- 
anty Fund,"  which  fund  shall  be  held  for  the  following  purpose,  and 
for  no  other,  namely : — 

Whenever  the  Comptroller  of  the  Currency  shall  have  become  sat- 
isfied by  the  protest  or  the  waiver  and  admission  specified  in  section 
5226,  or  by  the  report  provided  for  in  section  5227  of  the  Revised 
Statutes  of  the  United  States,  that  any  association  has  refused  to  pay 
its  circulating  notes  on  demand  in  lawful  money,  he  shall  direct  the 
redemption  of  such  notes  from  the  Bank  Note  Guaranty  Fund  afore- 
said, and  such  notes  shall  thereupon  be  so  redeemed.  After  the  failure 
of  any  national  banking  association  to  redeem  its  notes  shall  have  been 
thus  ascertained,  the  bonds  deposited  with  the  Treasurer  of  the  United 
States  shall  be  sold,  as  provided  by  law,  and  the  proceeds  of  such  sale 
shall  be  paid  into  the  Bank  Note  Guaranty  Fund.  The  Comptroller 
of  the  Currency  shall  forthwith  collect,  for  the  benefit  of  said  fund 
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from  the  assets  of  the  bank  and  from  the  stockholders  thereof,  accord- 
ing to  their  liability,  as  declared  by  this  act,  such  sum  as,  with  the 
bank's  balance  in  the  Bank  Note  Guaranty  Fund,  shall  equal  the 
amount  of  its  circulating  notes  outstanding.  And  for  this  purpose  the 
United  States  shall,  on  behalf  of  the  Bank  Note  Guaranty  Fund,  have 
a  paramount  lien  upon  all  the  assets  of  the  association  ;  and  such  fund 
shall  be  made  good  out  of  such  assets  in  preference  to  any  and  all 
other  claims  whatsoever,  except  the  necessary  costs  and  expenses  of 
administering  the  same. 

Sec.  21.  That  whenever  the  Comptroller  of  the  Currency  shall 
ascertain  what  deficiency,  if  any,  exists  between  the  aggregate  collec- 
tions for  the  benefit  of  the  Bank  Note  Guaranty  Fund  in  the  case  of 
any  failed  bank  and  the  amount  of  its  outstanding  notes  redeemed 
and  to  be  redeemed  from  the  said  fund,  he  shall  assess  such  deficiency 
upon  all  the  national  banks  in  proportion  to  their  notes  outstanding 
at  the  time  of  the  failure  of  such  bank. 

Sec.  22.  That  every  bank  going  into  liquidation,  voluntary  or  invol- 
untary, shall,  prior  to  the  payment  of  its  creditors  other  than  noteholders 
and  the  distribution  of  any  of  its  assets  to  its  shareholders,  deposit 
with  the  Assistant  Treasurer  in  charge  of  the  Division  of  Issue  and 
Redemption  lawful  money  to  the  full  amount  of  its  outstanding  notes, 
and  shall,  in  addition,  pay  to  the  aforesaid  Assistant  Treasurer  such  assess- 
ment for  the  benefit  of  the  Bank  Note  Guaranty  Fund  as  the  Comptroller 
shall  judge  to  be  requisite  to  meet  such  bank's  liability  for  the  reim- 
bursement of  the  guaranty  fund  for  any  deficiency  resulting  from  the 
payment  therefrom  of  the  notes  of  banks  which  shall  have  failed  prior 
to  the  date  when  such  bank  shall  go  into  liquidation. 

Sec.  23.  That  the  Secretary  of  the  Treasury  be  and  is  hereby 
authorized,  in  his  discretion,  to  cause  to  be  invested  in  bonds  of  the 
United  States  any  portion  of  the  guaranty  fund  hereinbefore  provided 
for ;  and  such  bonds  shall  be  held  and  disposed  of  for  the  benefit  of 
such  fund. 

Sec.  24.  That  all  interest  accruing  from  the  investment  of  any  por- 
tion of  the  aforesaid  guaranty  fund,  and  all  funds  received  in  payment 
of  the  duties  on  circulation  provided  for  in  this  act  shall  be  held  in  the 
Division  of  Issue  and  Redemption  in  gold  coin  or  in  United  States 
bonds,  in  the  discretion  of  the  Secretary  of  the  Treasury,  and  shall  be 
a  fund  supplementary  and  in  addition  to  the  guaranty  fund,  to  be  used 
only  in  case  said  guaranty  fund  shall  ever  become  insufficient  to 
redeem  any  bank  notes  issued  under  the  provisions  of  this  act,  and  it 
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shall  not  be  taken  into  account  in  estimating  the  amount  of  assess- 
ments necessary  to  replenish  said  guaranty  fund  or  in  repayment  to 
banks  of  their  contributions  to  the  guaranty  fund. 

Sec.  25.  That  every  national  banking  association  shall  pay,  on  or 
before  the  last  day  of  every  month,  to  the  Division  of  Issue  and 
Redemption,  a  duty  imposed  at  the  rate  of  two  per  centum  per  annum 
upon  the  average  daily  amount  of  its  circulating  notes  outstanding  in 
excess  of  60  per  centum  of  its  capital  stock,  and  not  in  excess  of 
80  per  centum  of  such  capital  stock,  and  a  duty  imposed  at  the 
rate  of  six  per  centum  per  annum  upon  the  average  daily  amount  of 
such  notes  outstanding  in  excess  of  80  per  centum  of  its  capital 
stock.  Circulating  notes  of  any  national  banking  association  shall  be 
deemed  and  held  to  be  outstanding  whenever  they  shall  have  been 
supplied  by  the  Comptroller  of  the  Currency  to  such  association,  in 
blank,  registered  and  countersigned  according  to  law,  and  shall  have 
not  been  returned  to  the  Comptroller  for  cancellation  or  covered  by 
an  equal  amount  of  lawful  money  deposited  with  the  Assistant  Treasurer 
in  charge  of  the  Division  of  Issue  and  Redemption  for  the  retirement 
of  such  notes. 

Sec.  26.  That  in  order  to  enable  the  said  Assistant  Treasurer  to 
assess  the  duties  imposed  by  the  preceding  section,  the  Comptroller 
of  the  Currency  shall,  within  five  days  from  the  first  day  of  each  calen- 
dar month,  make  a  return  to  the  said  Assistant  Treasurer  of  the  United 
States,  in  such  form  as  he  may  prescribe,  of  the  average  daily  amount 
of  circulating  notes  of  each  national  banking  association  outstanding 
during  the  calendar  month  next  preceding.  And  every  national  bank- 
ing association  shall  be  notified  by  said  Assistant  Treasurer  of  the 
United  States  within  ten  days  from  the  first  day  of  each  calendar  month 
of  the  amount  of  the  duties  upon  its  circulating  notes  due  from  it  to 
the  United  States,  under  this  Act,  and  every  such  association  shall, 
before  the  last  day  of  such  calendar  month,  pay  to  the  Division  of 
Issue  and  Redemption  in  lawful  money  the  full  amount  of  such  tax ; 
and  whenever  any  association  fails  to  pay  the  duties  imposed  by  this 
act,  the  sums  due  may  be  collected  in  the  manner  provided  for  the 
collection  of  taxes,  or  said  Assistant  Treasurer  may  reserve  the  amount 
so  due  out  of  the  interest  as  it  may  become  due  on  any  bonds  depos- 
ited with  him  by  such  defaulting  association ;  and  while  such  default 
continues  no  further  amount  of  circulating  notes  shall  be  issued  to 
such  defaulting  association. 

Sec.  27.  That  every  national  banking  association  shall  pay  into 
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the  Division  of  Issue  and  Redemption '  each  half  year,  in  the  months 
of  January  and  July,  on  or  before  the  thirtieth  day  thereof,  a  duty  of 
one-eighth  of  one  per  centum  upon  the  value  of  its  franchise  as  rneas* 
ured  by  the  aggregate  amount  of  its  capital,  surplus,  and  undivided 
profits,  upon  the  last  day  of  the  calendar  month  next  preceding. 
Sections  5214,  5215,  and  5216  and  5217  of  the  Revised  Statutes  of 
the  United  States  are  hereby  repealed.  But  nothing  in  this  section 
contained  shall  be  so  construed  as  in  any  manner  tp  release  any 
national  banking  association  from  any  liability  for  taxes  or  penalties 
incurred  prior  to  the  passage  of  this  Act. 

Sec.  28.  That  the  valuation  of  the  bonds  required  by  this  Act  to 
be  deposited  by  national  banking  associations  with  the  Treasurer  of 
the  United  States  shall  be  annually  fixed,  upon  a  basis  of  three  per 
centum  interest,  by  the  Secretary  of  the  Treasury,  for  each  series  of 
the  bonds  of  the  United  States  then  outstanding  and  bearing  a  rate 
of  interest  exceeding  three  per  centum.  And  such  bonds  shall  be 
received  upon  deposit  by  the  Treasurer  of  the  United  States  at  the 
valuation  thus  fixed  by  the  Secretary  of  the  Treasury.  Bonds  of  the 
United  States  payable  at  the  option  of  the  Government  shall  be 
received  upon  deposit,  under  the  provision  of  this  Act,  at  ninety-five 
per  centum  of  their  market  value.  Bonds  of  the  United  States  payable 
at  a  date  named  and  bearing  interest  at  a  rate  not  exceeding  three  per 
centum  per  annum  shall  be  received  on  deposit  at  their  par. 

Sec.  29.  That  the  circulating  notes  furnished  to  national  banking 
associations  under  the  provisions  of  this  act  shall  be  of  the  denom- 
inations prescribed  by  existing  law,  except  that  no  national  banking 
association  shall,  after  the  passage  of  this  Act,  be  entitled  to  receive 
or  to  issue  or  reissue  or  place  in  circulation  any  circulating  notes  of  a 
less  denomination  than  ten  dollars.  So  much  of  section  5172  of  the 
Revised  Statutes  as  reads :  "  Express  upon  their  face  that  they  are 
secured  by  United  States  bonds,  deposited  with  the  Treasurer  of  the 
United  States,  by  the  written  or  engraved  signatures  of  the  Treasurer 
and  Register,  and  by  the  imprint  of  the  seal  of  the  Treasurer ;  and 
shall  also,"  is  hereby  repealed. 

Sec.  30.  That  no  national  banking  association  shall  count  or  report 
any  of  its  own  notes  as  a  part  of  its  cash  or  cash  assets. 

Sec.  31.  That  section  9  of  the  act  of  July  12th,  1882,  entitled  "  An 

■  It  was  intended  by  the  Commission  that  this  tax  should  be  paid  into  the  fiscal 
department  of  the  Treasury  and  not  into  the  Division  of  Issue  and  Redemp- 
tion. 
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Act  to  enable  national  banking  associations  to  extend  their  corporate 
existence  and  for  other  purposes/'  be  and  the  same  is  hereby  repealed. 

Sec.  32.  That  from  and  after  the  passage  of  this  act  the  stock- 
holders of  every  national  banking  association  shall  be  held  individu- 
ally responsible  for  all  contracts,  debts,  and  engagements  of  such 
association,  each  to  the  amount  of  his  stock  therein,  at  the  par  value 
thereof  in  addition  to  the  amount  invested  in  such  stock.  The  stock- 
holders in  any  national  banking  association  who  shall  have  transferred 
their  shares,  or  registered  the  transfer  thereof,  within  sixty  days  next 
before  the  date  of  the  failure  of  such  association  to  meet  its  obliga- 
tions, shall  be  liable  to  the  same  extent  as  if  they  had  made  no  such 
transfer ;  but  this  provision  shall  not  be  construed  to  affect  in  any  way 
any  recourse  which  such  shareholders  might  otherwise  have  against 
those  in  whose  names  such  shares  are  registered  at  the  time  of  such 
failure. 

Sec.  33.  That  the  fund  of  5  per  centum  of  outstanding  circu- 
lating notes  required  to  be  kept  on  deposit  by  every  national  banking 
association  for  the  redemption  of  the  circulating  notes  of  such  asso- 
ciation shall  be  in  gold  coin  of  the  United  States,  and  the  Comptrol- 
ler of  the  Currency  shall,  with  the  approval  of  the  Secretary  of  the 
Treasury,  have  authority  to  provide  for  the  redemption  of  national 
bank  notes  at  any  or  all  of  the  sub- treasuries  of  the  United  States. 

Sec  34.  That  so  much  of  section  3  of  the  act  of  June  20th,  1874, 
entitled  "An  Act  fixing  the  amount  of  United  States  notes,  providing 
for  a  redistribution  of  the  national  bank  currency,  and  for  other  pur- 
poses," as  reads,  "  And  when  the  circulating  notes  of  any  such  asso- 
ciations, assorted  or  unassorted,  shall  be  presented  for  redemption  in 
sums  of  $1000,  or  any  multiple  thereof,  to  the  Treasurer  of  the  Uni- 
ted States,  the  same  shall  be  redeemed  in  United  States  notes,"  be 
amended  to  read,  ''  And  when  the  circulating  notes  of  any  such  asso- 
ciations, assorted  or  unassorted,  shall  be  presented  for  redemption  in 
sums  of  $1000,  or  any  multiple  thereof,  at  the  Treasury,  or  at  such 
subtreasuries  as  may  be  designated  by  the  Comptroller  of  the  Cur- 
rency, the  same  shall  be  redeemed  in  lawful  money.  But  nothing  in 
this  Act  contained  shall  be  construed  to  impose  upon  the  United 
States  any  liability  for  the  redemption  of  the  notes  of  any  national 
banking  association  beyond  the  proper  application  of  the  redemp- 
tion and  guaranty  funds  deposited  with  the  Division  of  Issue  and 
Redemption,  and  the  enforcement  of  the  remedies  by  this  act  pro- 
vided." 
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Sec.  35.  That  at  least  one- fourth  of  the  reserve  of  twenty-five  per 
centum  of  the  aggregate  amount  of  its  deposits  required  under  the 
provisions  of  existing  law  to  be  held  by  every  national  banking  asso- 
ciation in  either  of  the  cities  designated  as  reserve  or  central  reserve 
cities,  and  at  least  one-fourth  of  the  reserve  of  fifteen  per  centum  of 
the  aggregate  amount  of  its  deposits  required  to  be  held  by  every 
other  association  shall  consist  of  coin  of  the  United  States  actually 
held  in  the  vaults  of  such  bank :  Provided^  That  nothing  in  this  sec- 
tion except  as  expressly  provided  shall  be  construed  to  alter  or  in 
any  way  affect  the  provisions  of  existing  law  governing  the  mainte- 
nance of  reserves. 

Sec.  36.  That  so  much  of  section  3  of  the  Act  of  June  20th,  1874, 
entitled  *'  An  act  fixing  the  amount  of  United  States  notes,  providing 
for  a  redistribution  of  the  national  bank  currency,  and  for  other  pur- 
poses/' as  provides  that  the  fund  deposited  by  any  national  banking 
association  with  the  Treasurer  of  the  United  States  for  the  redemption 
of  its  notes  shall  be  counted  as  a  part  of  its  lawful  reserve  as  provided 
in  section  2  of  the  Act  aforesaid  be,  and  the  same  is  hereby,  repealed. 
And  from  and  after  the  passage  of  this  Act  neither  such  fund  of  five 
per  cent,  nor  any  contribution  to  the  Bank  Note  Guaranty  Fund,  pro- 
vided for  in  section  20  of  this  Act,  shall  be  counted  by  any  national 
banking  association  as  a  part  of  its  lawful  reserve. 

Sec.  37.  That  section  5138  of  the  Revised  Statutes  of  the  United 
States  be  amended  to  read  as  follows  :  "No  association  shall  be  organ- 
ized under  this  title  in  a  city  the  population  of  which  exceeds  fifty 
thousand  inhabitants  with  a  less  capital  than  $200,000.  No  associa- 
tion shall  be  organized  with' a  less  capital  than  $100,000,  except  that 
banks  with  a  capital  of  not  less  than  $50,000  may,  with  the  approval 
of  the  Secretary  of  the  Treasury,  be  organized  in  any  place  the 
population  of  which  does  not  exceed  six  thousand  inhabitants,  and 
that  banks  with  a  capital  of  not  less  than  $25,000  may,  with  the 
approval  of  the  Secretary  of  the  Treasury,  be  organized  in  any 
place  the  population  of  which  does  not  exceed  four  thousand  inhab- 
itants." 

Sec.  38.  That  it  shall  be  lawful  for  any  national  banking  association 
to  establish  branches  under  such  rules  and  regulations  as  may  be  pre- 
scribed by  the  Comptroller  of  the  Currency,  with  the  approval  of  the 
Secretary  of  the  Treasury. 

Sec.  39.  That  so  much  of  section  5182  of  the  Revised  Statutes  of 
the  United  States,  as  provides  that  the  circulating  notes  of  national 
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banking  associations  shall  be  received  at  par  for  all  salaries  and  other 
debts  and  demands  owing  by  the  United  States  to  individuals,  corpora- 
tions, and  associations  within  the  United  States,  except  interest  on 
the  public  debt  and  in  redemption  of  the  national  currency,  be  and 
the  same  is  hereby,  repealed. 

Sec.  40.  That  section  324  of  the  Revised  Statutes  of  the  United 
States  be  amended  so  as  to  read  as  follows :  ''There  shall  be  in  the 
Department  of  the  Treasury  a  Bureau  charged,  except  as  in  this  act 
otherwise  provided,  with  the  execution  of  all  laws  passed  by  Congress 
relating  to  the  issue  and  regulation  of  currency  issued  by  national 
banking  associations,  the  chief  officer  of  which  Bureau  shall  be  called 
the  Comptroller  of  the  Currency,  and  shall  perform  his  duties  under 
the  general  direction  of  the  Secretary  of  the  Treasury." 

Sec.  41.  That  the  examination  of  the  affairs  of  every  national 
banking  association  authorized  by  existing  laws,  shall  take  place  at 
least  twice  in  each  calendar  year,  and  as  much  oftener  as  the  Comp- 
troller of  the  Currency  shall  consider  necessary  in  order  to  furnish  a 
full  and  complete  knowledge  of  its  condition ;  and  the  person  making 
such  examination  shall  have  power  to  call  together  a  quorum  of  the 
directors  of  such  association,  who  shall,  under  oath,  state  to  such 
examiner  the  character  and  circumstances  of  such  of  its  loans  or  dis- 
counts as  he  may  designate ;  and  from  and  after  the  passage  of  this 
Act  all  bank  examiners  shall  receive  fixed  salaries,  the  amount  whereof 
shall  be  determined  by  the  Secretary  of  the  Treasury.  But  the  expense 
of  the  examinations  herein  provided  for  shall  be  assessed  by  the  Comp- 
troller of  the  Currency  upon  the  associations  examined.  The  Comp- 
troller of  the  Currency  shall  so  arrange  the  duties  of  national  bank 
examiners  that  no  two  successive  examinations  of  any  association  shall 
be  made  by  the  same  examiner. 

Sec.  42.  That  no  association  shall  hereafter  make  any  loan  or  grant 
any  gratuity  to  any  examiner  of  such  association.  Any  association  offend- 
ing against  this  provision  shall  be  deemed  guilty  of  a  misdemeanor, 
and  shall  be  fined  not  more  than  $1,000  and  a  further  sum  equal  to  the 
money  so  loaned  or  gratuity  so  given ;  and  the  officer  or  officers  of 
such  association  making  such  loan  or  granting  such  gratuity  shall  be 
likewise  deemed  guilty  of  a  misdemeanor,  and  shall  be  fined  not  to 
exceed  $500.  And  any  examiner  accepting  a  loan  or  gratuity  from 
any  association  examined  by  him  shall  be  deemed  guilty  of  a  misde- 
meanor, and  shall  be  fined  not  more  than  $500,  and  a  further  sum  equal 
to  the  money  so  loaned  or  gratuity  given. 
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Sec.  43.  That  the  Comptroller  of  the  Currency,  in  addition  to  the 
reports  provided  for  by  existing  laws,  shall  have  authority  to  caU  for 
such  other  reports,  regular  or  special,  as  he  may  deem  advisable  ;  and 
such  reports  shall  be  rendered  in  such  form  as  the  Comptroller  may  pre- 
scribe; and  each  association  making  such  report  shall  cause  a  copy 
thereof  to  be  conspicuously  displayed  in  a  public  place  in  its  banking 
house  for  the  period  of  thirty  days  from  the  date  of  such  report ;  but 
nothing  herein  contained  shall  be  construed  to  require  the  publication 
of  such  additional  reports  by  each  association  in  the  manner  prescribed 
for  other  reports  now  rendered. 

Sec.  44.  That  any  national  banking  association  heretofore  organized 
may  at  any  time  within  one  year  from  the  passage  of  this  Act,  and 
with  the  approval  of  the  Comptroller  of  the  Currency,  be  granted,  as 
herein  provided,  all  the  rights,  and  be  subject  to  all  the  liabilities,  of 
national  banking  associations  organized  hereunder:  Provided^  That 
such  action  on  the  part  of  such  associations  shall  be  authorized  by  the 
consent  in  writing  of  shareholders  owning  not  less  than  two-thirds  of 
the  capital  stock  of  the  association.  Any  national  banking  association 
now  organized  which  shall  not,  within  one  year  after  the  passage  of 
this  Act,  become  a  national  banking  association  under  the  provisions 
hereinbefore  stated,  and  which  shall  not  place  in  the  hands  of  the 
Treasurer  of  the  United  States  the  sums  hereinbefore  provided,  for 
the  redemption  and  guarantee  of  its  circulating  notes,  or  which  shall 
fail  to  comply  with  any  other  provision  of  this  Act,  shall  be  dissolved ; 
but  such  dissolution  shall  not  take  away  or  impair  any  remedy  against 
such  corporation,  its  stockholders,  or  officers,  for  any  liability  or  pen- 
alty which  shall  have  been  previously  incurred. 

Sec.  45.  That  any  bank  or  banking  association  incorporated  by 
special  law  of  any  state,  or  organized  under  the  general  laws  of  any 
state,  and  having  a  paid-up  and  unimpaired  capital  sufficient  to  entitle 
it  to  become  a  national  banking  association  under  the  provisions  of  this 
act,  may,  by  the  consent  in  writing  of  the  shareholders  owning  not 
less  than  two-thirds  of  the  capital  stock  of  such  bank  or  banking  asso- 
ciation, and  with  the  approval  of  the  Comptroller  of  the  Currency, 
become  a  national  bank  under  this  system,  under  its  former  name  or  by 
any  name  approved  by  the  Comptroller.  The  directors  thereof  may 
continue  to  be  the  directors  of  the  association  so  organized  until 
others  are  elected  or  appointed  in  accordance  with  the  provisions  of 
the  law.  When  the  Comptroller  of  the  Currency  has  given  to  such 
bank  or  banking  association  a  certificate  that  the  provisions  of  this 


74  REPORT  OF  THE  MONETARY  COMMISSION 

Act  have  been  complied  with,  such  bank  or  banking  association,  and 
all  its  stockholders,  officers,  and  employes,  shall  have  the  same  powers 
and  privileges,  and  shall  be  subject  to  the  same  duties,  liabilities, 
and  regulations,  in  all  respects,  as  shall  have  been  prescribed  for 
associations  originally  organized  as  national  banking  associations 
under  this  Act. 

Sec.  46.  That  nothing  contained  in  this  Act  shall  be  construed  to 
alter  or  affect  any  vested  rights  of  property  or  contract,  or  any  penalties 
incurred  before  the  taking  effect  of  this  Act  or  any  part  of  it,  and  all 
provisions  of  law  inconsistent  with  or  superseded  by  any  of  the  pro- 
visions of  this  Act  be  and  the  same  are  hereby  repealed. 
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FUNCTIONS  OF  MONEY. 

1.  Money  is  used  to  serve  several  different  purposes,  and  by 
considering  these  separately  clearness  will  be  gained.  In  brief, 
these  different  uses  of  money  may  be  defined  as : 

1 )  A  Standard,  or  Common  Denominator  of  Value. 

2)  A  Medium  of  Exchange. 

3)  A  Standard  of  Deferred  Payments. 

Under  this  head  only  the  first  two  functions  of  money  will 
be  described.  The  third  will  be  reserved  for  subsequent  treat- 
ment.    (Sections  21-44.) 

2.  The  use  of  money  as  a  standard  naturally  assumes  first 
importance,  and  clear  ideas  as  to  its  meaning  are  essential.  It 
is  necessary  to  ask,  first.  Why  does  a  country  need  a  standard  of 
value  ?  Obviously,  every  article  possessing  value  can  be  com- 
pared with  other  articles  having  value  only  by  reference  to  some 
given  standard  which  itself  possesses  value.  The  value  of  a 
commodity,  it  should  be  said,  is  the  quantity  of  another  com- 
modity, or  other  commodities,  for  which  it  will  exchange.  To 
be  obliged  to  go  through  an  arduous  comparison  of  one  article 
with  every  other  article  created  would  be  an  insuperable  diffi- 
culty. "If  a  tailor  had  only  coats,  and  wanted  to  buy  bread 
or  a  horse,  it  would  be  very  troublesome  to  ascertain  how  much 
bread  he  ought  to  obtain  for  a  coat,  or  how  many  coats  he 
should  give  for  a  horse.  The  calculation  must  be  re-commenced 
on  different  data  every  time  he  barters  his  coat  for  a  different 
kind  of  article,  and  there  could  be  no  current  price  or  regular 
quotations  of  value.  As  it  is  much  easier  to  compare  different 
lengths  by  expressing  them  in  a  common  language  of  feet  and 
inches,  so  it  is  much  easier  to  compare  values  by  means  of  a 
common  language"  of  dollars  and  cents.  In  short,  a  common 
denominator  is  as  necessary  in  comparing  the  value  of  com- 
modities as  is  a  common  language  among  many  persons  in  any 
one    city   to   enable   them    readily  to  compare  ideas.      Before 
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property  can  be  conveniently  traded  in,  or  exchanged,  its  value 
must  be  expressed  in  terms  of  the  standard  money. 

3.  It  is  clear  by  referring  one  article  to  another,  which  has 
been  chosen  as  a  common  denominator,  that  the  one  article  is 
directly  comparable  in  value  with  all  others  similarly  so  referred. 
The  price  of  any  article  is  the  quantity  of  the  standard  for 
which  it  may  be  exchanged.  For  instance,  on  comparing  a 
desk  with  gold,  we  find  that  it  will  exchange  for  the  quantity  of 
gold  in  twenty  dollars ;  while  a  book  purchases  only  that  quan- 
tity of  gold  which  is  in  one  dollar.  Thus  we  know  the  exact 
relations  of  the  two  articles  to  a  third,  used  as  a  standard ;  that 
is,  we  know  their  prices ;  and  we  can  compare  their  exchange 
values  by  comparing  their  prices.  There  can  be  no  such  thing, 
however,  as  the  price  of  an  article  without  a  standard  in  which 
the  price  is  expressed.  Whenever  a  price  is  quoted,  we  all 
have  a  tacit  understanding  as  to  the  standard  with  which  the 
article  is  compared.  In  the  United  States,  for  example,  from 
1862  to  1879  prices  were  quoted  in  a  paper-money  standard ; 
but  since  1879  in  gold. 

4.  Evidently  an  article  having  value  cannot  be  compared 
with  another  which  has  no  value.  The  value  of  anything  is  the 
quantity  of  other  articles  for  which  it  will  exchange.  For 
example,  a  desk  exchanges  for  twenty  books ;  then  a  desk  is 
twenty  times  as  valuable  as  one  book,  or  a  book  is  one-twentieth 
as  valuable  as  a  desk.  Each  of  these  articles  has  value  rela- 
tively to  the  other.  One  cannot  compare  wheat  with  air  (which 
has  no  value)  ;  or,  to  express  it  mathematically,  quantities  com- 
pared with  zero  are  incommensurate.  Hence,  whatever  is  used 
to  measure  purchasing  power  must  itself  have  purchasing  power. 
We  measure  length  only  by  something  having  length  ;  and  capac- 
ity only  by  something  having  capacity.  Likewise,  we  can  no 
more  estimate  the  value  of  things  by  comparison  with  a  com- 
modity which  has  no  value  than  we  can  measure  the  distance 
from  Chicago  to  Denver  by  bushels. 

5.  Value  is  a  relation,  not  an  absolute  thing  like  length. 
That  is,  value  is  a  ratio.  If  the  value  of  a  desk  increases  rela- 
tively to   books,  then  it   follows  of  necessity  that  books  have 
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fallen  relatively  to  a  desk.  It  depends  merely  upon  the  side 
looked  at,  whether  there  has  been  a  rise  or  a  fall  in  value. 
When  we  state  the  price  of  wheat  in  the  standard,  say  gold, 
we  are  comparing  the  value  of  wheat  with  gold ;  if  the  price 
of  wheat  rises  we  may  correctly  say,  since  wheat  commands 
more  grains  of  gold,  either  that  wheat  has  risen,  or  that  gold  has 
fallen,  in  value  relatively  to  the  other.  Consequently,  there  is 
no  absolute  measure  of  value  as  there  is  of  length.  A  standard 
of  value  and  a  unit  of  length,  like  a  yardstick,  are  wholly  differ- 
ent in  kind.  A  yardstick  is  an  unvarying  measure  of  length ; 
but  a  metal,  or  any  commodity,  is  not  and  never  can  be  an 
unvarying  measure  of  the  relations  of  that  metal  or  commodity 
to  other  commodities  which  are  constantly  changing  relatively 
to  each  other.  The  very  commodity  chosen  as  a  standard  can 
be  changed  in  value  by  causes  affecting  itself ;  and  the  other 
commodities  (which  are  compared  with  the  standard)  can  be 
changed  by  causes  affecting  them  ;  so  that  the  ratio  of  exchange 
with  the  chosen  standard  may  be  modified  by  causes  affecting 
either  or  both  terms  of  the  ratio.  It  is  inconceivable  that  any 
one  article  should  alter  exactly  and  in  a  compensating  direction, 
with  innumerable  other  commodities. 

6.  A  wide  difference  should  be  made  between  the  function 
of  money  as  a  standard  and  its  function  as  a  medium  of 
exchange.  A  standard,  whether  it  is  a  perfect  one  or  not,  is 
used  to  measure  value ;  a  medium  of  exchange  is  used  to  transfer 
value.  The  two  processes  are  entirely  distinct.  The  difference 
will  be  instantly  seen  by  the  analogy  with  weight :  the  machinery 
for  weighing  coal,  the  scales,  does  one  duty;  while  that  for 
transporting  coal,  the  horses  and  wagon,  does  another  duty.  If, 
instead  of  coal,  we  think  of  all  goods ;  and,  instead  of  weight,  we 
think  of  value  (which  is  a  relation),  then  money  is  used  both  as 
a  measure  of  the  value,  and  also  as  a  means  of  exchange — 
although  these  two  functions  are  quite  distinct.  In  the  case  of 
value,  an  article,  after  being  expressed  in  terms  of  the  standard, 
is  ready  to  be  exchanged.  But  the  one  important  idea  to  be 
kept  firm  hold  of  in  all  discussions  of  money,  is  that  when  it 
comes  to  exchanging  goods,  the  metal  chosen  as  the  standard  is 
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not  necessarily  used  as  the  medium  of  exchange.  If  gold,  for 
instance,  is  chosen  as  the  standard  by  a  country,  it  does  not  at 
all  follow  that  gold  is  used  in  all  the  transactions  requiring  a 
medium  of  exchange.  The  failure  to  keep  this  point  clearly  in 
mind  has  been  a  stumbling  block  to  many ;  and  it  has  been 
wrongly  supposed  that  an  increase  of  transactions  always  required 
a  proportional  increase  in  the  standard  coin.  But,  if  it  happens 
that  goods  are  in  fact  exchanged  readily  and  safely  by  means  of 
other  things  than  the  metallic  standard,  then  such  a  conclusion 
is  entirely  unwarranted.  If  a  man  has  wheat  or  shoes,  how  are 
they  actually  exchanged  for  other  things,  under  existing  meth- 
ods? On  this  point,  a  few  words  of  explanation  may  be  neces- 
sary. 

7.  The  first  historical  fact  which  confronts  us  is  that  in  a 
society  which  has  passed  beyond  the  stage  of  barter,  but  which 
has  not  yet  developed  the  habits  of  a  modern  commercial 
nation,  money  is  usually  passed  from  hand  to  hand  in  buying 
and  selling.  The  commodity  selected  as  a  standard  is  then, 
also,  practically  the  sole  medium  of  exchange.  But  as  soon  as 
commerce  develops,  expedients  arise  for  saving  the  expense 
and  risk  of  using  actual  money.  The  Romans,  although  they 
had  a  considerable  commerce,  had  but  a  slight  acquaintance 
with  bills  of  exchange.  The  early  Italian  and  Jewish  merchants 
brought  them  into  general  use  and  after  the  fourteenth  century 
the  forms,  laws,  and  customs  relating  to  them  were  much  the 
same  as  in  the  present  day.* 

Given  a  standard  in  which  the  prices  of  commodities  are 
expressed,  the  progress  of  commercial  civilization  for  many 
centuries  has  been  in  the  direction  of  devising  new  means  of 
exchanging  goods  at  a  diminishing  expense.  The  incentive 
behind  this  movement  was  a  strong  one.  In  transferring  coin, 
itself  possessing  value,  between  persons  in  the  same  town,  and 
above  all  between  persons  separated  by  great  distances  over  sea 
and  land,  the  cost  of  carriage  and  the  still  greater  risk  from  loss 

'  **A  bill  is  nothing  but  an  order  to  pay  money  addressed  by  the  drawer  to  the 
drawee,  or  person  on  whom  it  is  drawn,  specifying  the  amount  to  be  paid,  the  time  of 
payment,  and  the  person  to  whom  it  is  to  be  paid." — Jevons,  Money  and  Mechanism 
of  Exchange^  p.  300. 
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and  robbery  were  obstacles  to  be  removed  if  possible.  There 
was  thus  a  standing  premium  in  favor  of  devising  expedients  by 
which  the  actual  transfer  of  money  was  obviated,  and  later,, 
expedients  by  which  effective  substitutes  might  permit  exchanges 
to  be  carried  on  without  the  necessity  for  money.  This  stimulus 
to  invention  has  always  been  present  in  commercial  history,  and 
is  the  cause  of  the  development  of  ingenious  and  safe  means 
of  exchanging  goods  without  the  actual  use  of  coin,  or  metallic 
money. 

8.  For  these  reasons  banks  came  into  existence,  at  first,  as 
safe  places  of  deposit.  Under  the  principle  of  cooperation,  a 
bank  with  its  vaults  could  do  for  all  persons  cheaply  what  each 
person  would  otherwise  at  great  cost  have  been  obliged  to  do 
for  himself.  In  early  days,  too,  the  banks  created  the  means  by 
which  their  depositors  could,  without  withdrawing  it,  transfer 
the  ownership  of  coin  held  in  their  names.  Such  methods  as 
changes  by  entries  on  the  books  of  the  bank,  or  by  certificates, 
furnish  the  fundamental  idea  in  which  originated  the  bank 
note.  The  notes  of  a  bank,  therefore,  arose  from  a  natural  proc- 
ess, in  the  interest  of  the  public,  by  which  the  risks  and  expenses 
of  using  actual  coin  were  lessened.  The  bank  note  originated, 
not  as  a  means  of  profit  to  the  bank,  but  as  a  convenience  and 
saving  to  the  community. 

Finally,  during  the  present  century,  the  banks  were  employed 
by  customers  to  create  what  is  now  the  most  largely  used  medium 
of  exchange  in  existence.  Persons  gave  the  banks  legal  control 
over  property,  or  collateral,  and  in  return  the  banks  coined 
this  property  into  means  of  payment  by  crediting  the  persons 
with  a  deposit-account  on  which  checks  or  drafts  could  be  drawn 
in  terms  of  current  money.  The  banks  became  responsible  that 
this  property  should  be  quickly  realizable  in  cash,  and  thus  were 
able  to  pay  lawful  money  on  demand  foi  these  instruments 
whenever  presented.  In  this  way,  through  the  form  of  a  dis- 
count (or  loan)  at  a  bank,  and  a  consequent  credit  in  the  form 
of  a  deposit-account,  any  man  having  marketable  goods  could 
obtain  means  of  payment,  and  by  checks,  or  drafts,  and  bills, 
pieet  any  of  his  debts.     Today,  this  piediupi  of  exchange  is  sp 
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largely  used  that  over  90  per  cent,  of  the  large  transactions 
in  the  country  are  performed  by  it  without  the  use  of  actual 
money.     This  will  be  more  fully  explained  at  a  later  point  (pp 
90-91). 

9.  Then,  by  a  process  of  evolution,  governments,  without 
being  the  depositories  of  money  or  of  property  against  which 
notes  or  certificates  were  issued,  have  at  times  put  forth  prom- 
ises to  pay,  when  they  had  no  means  of  paying.  This  inferior 
medium  of  exchange  has  always  conflicted  with  correct  business 
methods,  and  has  always  given  rise  to  misunderstandings  and 
confusion.  When  banks  create  media  of  exchange  the  standard 
of  the  country  remains  unchanged ;  but  when  governments  put 
forth  paper  money,  almost  invariably  a  depreciated  paper  money 
is  substituted  for  the  former  metallic  standard. 

From  the  above  facts,  it  is  clearly  apparent  that  the  com- 
modity chosen  as  the  standard  is  not  the  only  medium  of 
exchange.  On  the  contrary,  the  whole  history  of  money  is  con- 
cerned with  the  development  of  expedients  by  which  the  use  of 
the  standard  coin  can  be  economized.  And  to  such  an  extent 
has  this  gone  on  that  in  Anglo-Saxon  countries,  where  commer- 
cial honor  and  intelligence  are  high,  the  use  of  bills  of  exchange, 
bank  notes,  checks,  and  drafts  has  reduced  the  actual  handling 
of  coin  to  very  narrow  limits,  practically  to  those  transactions  in 
which  —  whether  because  of  distrust,  or  because  the  operations 
are  petty  —  coin  is  still  passed  directly  from  hand  to  hand.  (See 
Section  12.) 

ID.  In  early  times  the  different  functions  of  money  were  not 
clearly  developed  in  distinct  form.  The  article  chosen  as  the 
standard  was  commonly  used  as  a  medium  of  exchange.  But 
as  soon  as  confidence  arose  between  merchants,  the  exchange  of 
goods  did  not  necessarily  require  the  use  of  the  standard  as 
money.  In  deciding  upon  an  article  which  best  serves  society 
as  money,  it  was  evident  that  such  an  article,  in  early  times, 
must  have  (so  far  as  one  article  possibly  could)  both  the  qualities 
demanded  for  a  standard  and  those  demanded  for  a  medium  of 
exchange.  In  our  day,  however,  when  so  many  substitutes  are 
used  as  media  of  exchange  to  save  the  use  of  the  standard  copfi* 
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modity,  it  is  not  so  necessary  that  the  article  chosen  as  the 
standard  should  possess  all  the  qualities  expected  of  a  good 
medium  of  exchange.  For  the  standard,  as  already  explained, 
the  chosen  article  should  itself  have  (i)  value,  and  so  far  as  pos- 
sible (2)  stability  of  value.  For  the  medium  of  exchanp^e,  it 
should  possess  (3)  portability.  That  is,  the  value  must  be  so 
related  to  weight  and  bulk  of  the  material  that  the  denomina- 
tions of  money  in  use  shall  not  be  inconveniently  heavy,  or 
inconveniently  minute.  To  a  poor  people  like  that  of  India, 
where  payments  for  services^  are  necessarily  of  small  amounts, 
the  silver  rupee  is  well  suited  ;  but  in  France  and  the  United 
States,  the  five-franc  piece  and  the  dollar,  are  used ;  while  for 
larger  sums  gold  is  required.  Cheap  and  heavy  substances 
like  iron  and  copper  are  obviously  unfit  for  a  medium  of  exchange 
in  these  days,  because  of  their  lack  of  portability.  The  material 
used  as  money  should  also  have  (4)  indestructibility.  Perishable 
commodities  like  ^%%^  and  fish — although  they  have  been  so 
used — are  not  well  suited  to  be  passed  about  from  hand  to  hand 
without  suffering  deterioration.  Again,  the  substance  of  the 
money  should  be  (5)  homogeneous  :  that  is,  of  the  same  quality 
throughout,  so  that  equal  weights  would  have  the  same  value. 
Consequently  such  money  could  be  melted  up  and  divided,  or  put 
together  again,  without  losing  any  of  its  material,  or  its  valuew^ 
This  quality  of  (6)  divisibility  really  confines  the  choice  of  money 
to  certain  metals.  And  lastly,  the  money  should  be  made  out* 
of  such  a  material  that  most  persons  can  easily  recognize  it  at 
sight ;  that  is,  it  should  have  (7)  cognizability. 

II.  Money  can  be  obtained  only  by  those  who  can  get  it  in 
exchange  for  property  of  some  sort  or  through  the  ability  to 
render  service.  When  persons  who  are  hard  pressed  by  poverty 
say  that  there  is  not  money  enough,  they  mean  that  they  do  not 
have  wealth  or  property  enough  to  satisfy  their  wants.  Those  who 
have  marketable  property  have  no  difficulty  in  getting  money. 
Of  course,  some  kinds  of  property  are  more  readily  salable  than 
others.  Real  estate,  for  example,  is  not  as  quickly  changeable 
into  money  as  cotton,  wheat,  or  wool.  Hence,,  owners  of  land  can 
in  jB^eneral  obtain  money  only  from  mortgage  companies,  orfroin 
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institutions  especially  created  to  deal  in  long-time  loans.  Ord«- 
nary  commercial  banks  will  advance  means  of  payment,  as  a  rule, 
only  on  property  which  is,  in  case  of  necessity,  immediately 
convertible  in  the  market.  Holders  of  property  salable  on 
short  notice,  such  as  wheat  or  cattle,  can  obtain  means  of  pay- 
ment. The  only  limit  to  the  amount  of  the  medium  of  exchange 
they  can  obtain  is  the  limit  of  their  property.  Of  course,  those 
who  have  no  property  and  no  services  to  offer,  do  not  have  the 
means  of  obtaining  money.  To  remedy  any  supposed  lack  of 
money,  they  should  adopt  some  means  to  produce  or  obtain 
more  property.  Those  who  have  skill  in  producing  goods  C2  i 
always  get  money.  And,  as  elsewhere  shown,  the  price  of  the 
articles  they  produce  is  fixed  by  comparison  directly  with  the 
value  of  the  standard,  and  not  with  the  various  devices  used  to 
exchange  goods. 

12.  Any  person,  therefore,  who  had  property  quickly  real- 
izable, could  easily  get  the  means  of  payment  at  a  bank  by 
which  to  meet  maturing  indebtedness.  And  through  the  medium 
of  exchange  provided  by  a  deposit-account  and  checks,  he  could 
make  his  payments  without  the  use  of  actual  money.  This 
process  might  be  extended,  in  principle,  to  all  persons  and  to 
all  transactions  no  matter  how  small.  There  are,  however,  some 
practical  limits.  If  all  persons  were  of  high  honor  and  intelli- 
gence, and  if  the  transactions  were  large  enough  to  warrant  the 
trouble  and  expense  of  borrowing  at  a  bank,  there  would  be 
almost  no  use  at  all  for  actual  money  in  exchanging  goods. 
The  only  reason  why  men  having  little  property  have  to  pass 
money  of  value  for  small  transactions  is  that  they  must  offer  in 
hand  the  thing  of  value,  either  because  they  are  unknown  or 
distrusted,  or  because  the  transaction  is  so  small  as  not  to  be 
worth  the  trouble  of  borrowing,  or  of  transferring  a  credit.  This 
is  today  the  reason  why  money  in  small  denominations  is  in 
use  in  retail  transactions  ;  and  it  is  the  reason  why  some  money 
will  probably  always  be  used. 

13.  For  large  transactions — and  increasingly  even  for  smaller 
ones — little  actual  money  is  used  among  men  of  higlr  commer- 
cial development.     As^^business  habits  involving  the  «e  of  th^ 
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check  and  deposit  system  develop,  the  need  of  actual  cash  dimin- 
ishes Hence  the  fallaciousness  of  the  reference  to  the  per  capita 
circulation  ta.various  countries.  France,  for  example,  has  a  larger 
per  capita  cisrculation  than  the  United  States ;  but  this  is  due 
directly  to  tiie  fact  that  the  deposit  and  check  system  is  little 
used  in  France,  while  it  is  highly  developed  in  the  United 
States.  The  French  use  instead,  more  bank  notes  and  forms  of 
actual  money  than  we,  because  the  use  of  deposits  among  the 
French  is  not  so  general  as  it  is  with  us. 

The  use  of  per  capita  figures,  so  common  in  the  discussion 
of  this  subject,  springs  from  the  idea  that  the  more  money  a 
country  has  in  use  the  better  off  it  is.  It  is  probable  that  the 
contrary  is  true.  A  country  should  not  spend  more  of  its 
resources  than  it  can  help  on  its  media  of  exchange,  any  more 
than  a  farmer  should  spend  more  money  than  is  necessary  on 
raising  his  crop  of  wheat.  A  country  should  have  all  the  media 
of  exchange  needed  for  its  transactions ;  the  work  of  exchange 
should  be  well  done ;  but  it  should  not  be  done  in  an  unneces- 
sarily expensive  way. 

14.  In  this  connection,  we  may  notice  the  demand  which  arises 
from  some  quarters  for  **more  money."  When  this  is  not  really 
a  demand  for  more  wealth,  or  capital,  it  shows  a  confusion  of 
thought  between  the  uses  of  money  as  a  standard  and  as  a  medium 
of  exchange.  Very  often,  when  it  is  said  that  more  money  is 
needed  to  exchange  goods,  to  buy  and  sell  wheat  or  cotton,  a 
demand  is  supposedly  made  solely  for  an  increase  of  the  article 
chosen  as  a  standard.  But  when  we  understand  that  exchang- 
ing can  be  done  by  other  means  than  by  the  standard  metal,  we 
see  that  this  demand  is  wholly  unjustifiable.  It  is,  however 
highly  sensible  as  compared  with  the  proposition  to  meet 
the  demand  for  more  media  of  exchange  by  increasing  the 
number  of  standards.  For  as  soon  as  a  change  in  the  standard 
is  suggested,  or  a  variety  of  standards  offered,  all  the  media 
of  exchange,  drawn  in  terms  of  the  standard,  become  of  uncer- 
tain value,  are  less  acceptable,  and  so  shrink  in  volume.  Hence 
the  last  thing  one  who  wished  an  enlarged  volume  of  circulation 
should  urge,  would  be  an  increase  of  the  number  of  standards, 
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or  raising  doubt  in  any  possible  way  as  to  what  the  standard 
shall  be — whether  it  shall  be  gold,  or  whether  it  shall  be  silver. 
The  only  thing  to  be  done  is  to  lay  firmly  the  foundations  of 
that  standard  which  has  been  chosen  by  the  commercial  world, 
in  order  that  the  most  effective  media  of  exchange  in  use  by 
highly  commercial  countries  may  be  expanded  with  the  greatest 
ease  and  safety,  and  at  the  least  cost  to  the  public. 

Any  uncertainty  as  to  the  standard  tends  to  contract  the 
media  of  exchange  in  circulation.  If  there  is  doubt  as  to  what 
article  is  to  be  the  standard — whether  it  shall  be  gold  or  sil- 
ver—  then  the  one  most  valued  will  be  hoarded  (so  long  as 
the  doubt  continues);  and  as  the  standard  coin  is  used  as  the 
basis  of  credits,  it  will  be  harder  to  get  coin  when  so  with- 
drawn from  circulation,  and  thus  shrinkage  will  be  caused  in 
all  credits;  loans  will  be  hard  to  get;  men  having  property 
will  find  it  more  difHcuIt  to  obtain  means  of  payment  with  which 
to  meet  coming  obligations  ;  production  consequently  falls  off  ; 
less  labor  is  employed,  and  trade  and  industry  are  curtailed. 
Whenever  the  government  by  its  acts  in  any  way  creates  doubt 
as  to  the  standard,  such  doubt  is  certain  to  contract  the  media  of 
exchange.  In  the  United  States  this  was  done  when  inconverti- 
ble paper  was  issued,  at  which  time  the  standard  was  changed 
from  one  of  coin  to  one  of  fluctuating  paper.  Again,  it  produced 
similar  results  when  our  legislation  on  silver  looked  to  a  possible 
change  from  a  standard  of  gold  to  one  of  silver  of  about  one-half 
the  value  of  the  former.  Lowering  the  quality  of  money 
reduces  its  efficiency.  Keep  the  standard  unshaken,  and  abun- 
dant media  of  exchange  will  arise  whenever  transactions  require 
them.  Look  after  the  quality  of  the  money  standard  and  the 
quantity  of  media  of  exchange  will  look  after  itself. 

15.  Having  thus  sketched  the  functions  of  money,  and  hav- 
ing indicated  the  requisites  which  the  money-material  should 
preferably  possess,  the  reader  is  given  below  in  as  brief  form  as 
possible,  a  statement  of  the  various  kinds  of  money  now  in  use 
in  the  United  States.  From  this  array  of  facts,  he  may  under- 
stand how  much  of  the  standard  gold  coin  is  employed  as  a 
medium  of  exchange,  and  what  other  media  of  exchange  are  in 
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use.  It  will  be  seen  that  by  no  means  all  of  the  gold  in  the 
country  is  in  circulation  as  a  medium  of  exchange,  and  that  the 
gold  itself  is  a  very  small  part  of  the  sum  total  of  the  currency. 

STATEMENT    BY   THE   UNITED   STATES   TREASURY    OF    THE    CIRCULA- 
TION  JANUARY    I,    1898. 


General  Stock, 
Coined  or  Issued 

In  Treasury 

Amount  in  Circu- 
lation January  z, 
Z898. 

Gold  Coin 

^699,478.536 

455.818.122 

76,400,207 

38,128,149 

387,925,504 
106,348,280 

346,681,016 

44,555.000 

229,014,641 

1151,910,176 

394.327,049 

10,679,899 

1,570,460 

11,229,912 

2,904,344 

84,200,089 

1,240,000 

5,186,886 

;^547,568,36o 

61,491,073 
65,720,308 

36.557.689 
376,695,592 

103,443,936 

262,480,927 

43.315,000 

223,827,755 

Standard  Silver  Dollars 

Subsidiary  Silver 

Gold  Certificates 

Silver  Certificates. 

Treasury  Notes  Act  July  14, 1890. 
United  States  Notes. 

Currency  Certificates 

National  Bank  Notes. 

Totals 

2,384,349.455 

663,248,815 

1,721.100,640 

Gold  Bullion  in  the  Treasury 

45,559,060 
102,284,736 

Silver  Bullion  in  the  Treasurv t - .  t ,  -  - 

To  which  is  to  be  added  the  Deposit-Currency ^3,210,735,758 


Classifying  these  forms  of  money,  together  with  the  deposit 
currency,  the  relative  quantities  of  our  very  diverse  kinds  of 
money  are  more  clearly  shown : 


Gold. 

Coin, 

Certificates,         -        -         -        - 

Silver. 

Dollar  pieces,  -        -        . 

Subsidiary  coin,  .         -         -         - 
Certificates,    .        -        -        - 

Government  Demand  Obligations. 

United  States  notes. 
Currency  certificates,  - 
Treasury  notes  of  1890,  - 


$547»568,36o 
36,557,689 


$61,491,073 

65,720,308 

376,695,592 


$262,480,927 

43.315*000 
103,443.936 


$584,126,049 


$503,906,973 


—     $409,239,863 
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National  Bank  Notes, 223,827,755 

Deposit  Currency. 

National  banks  October  5,  1897,      -  $1,869,491,310 

State  banks  1895-6,     -         -         -  695,659,914 

Loan  and  trust  companies,       -         -        586,468,156 

Private  banks,     -        -         -         -  59,116,378 

$3,210,735,758 


In  connection  with  their  enumeration  above  there  is  given 
herewith  a  brief  description  of  each  kind  : 

(i)  Gold  Coins  of  the  denominations  of  $20,  |ia,  $5,  and  I2.50, 
weighing  25.8  grains  to  the  dollar  and  .900  fine,  or  23.22  grains  fine 
gold.  They  are  a  "  legal  tender  in  all  payments  at  their  nominal 
value  when  not  below  the  standard  weight  and  limit  of  tolerance  pro- 
vided by  law  for  the  single  piece,  and,  when  reduced  in  weight  below 
such  standard  and  tolerance,  a  legal  tender  at  valuation  in  proportion 
to  their  actual  weight;''  receivable  for  all  public  dues  and  formerly 
exchangeable  for  gold  certificates.  Gold  bullion  is  admitted  to  free 
coinage.  By  the  act  of  February  12,  1873,  >^  ^^  enacted  that  the 
one-dollar  gold  piece,  "at  the  standard  weight  of  25.8  grains,  shall  be 
the  unit  of  value." 

(2)  Gold  Certificates,  now  issued  under  the  act  of  July  12, 1882,  for 
gold  coin  deposited  in  the  Treasury,  in  denominations  of  $10,000, 
$5000,  $1000,  $500,  $100,  $50,  and  $20;  not  a  legal  tender;  "receiv- 
able for  customs,  taxes,  and  all  public  dues,"  and  redeemable  in  gold 
at  the  Treasury  or  any  subtreasury. 

(3)  Standard  Silver  Dollars,  each  containing  412.5  grains  of  stand- 
ard silver  .900  fine,  or  37ijj(  grains  of  pure  silver,  coined  for  govern- 
ment account;  "a  legal  tender  at  their  nominal  value  for  all  debts  and 
dues,  public  and  private,  except  where  otherwise  expressly  stipulated 
in  the  contract;"  receivable  for  all  government  dues  and  exchangeable 
for  silver  certificates. 

(4)  Subsidiary  Silver,  coined  for  government  account  in  denomi- 
nations of  50,  25,  and  10  cents,  .900  fine,  containing  25  grammes  to 
the  dollar  (or  385.809+  grains  standard  silver,  or  347.228 -|-  grains 
of  pure  silver);  "a  legal  tender  in  all  sums  not  exceeding  $10  in  full 
payment  of  all  dues,  public  and  private ;  "  receivable  for  government 
dues  to  $10,  and  exchangeable  for  lawful  money  at  the  office  of  the 
Treasurer  or  any  Assistant  Treasurer  of  the  United  States  in  sums  of 
$20  or  any  multiple  thereof. 

(5)  Minor  Coins, coined  on  government  account  in  denominations 
of  5  cents  and  i  cent ;  a  "  legal  tender  at  their  nominal  value  for  any 
amount  not  exceeding  25  cents  in  any  one  payment;"  receivable  to 
the  amount  of  25  cents  for  all  governmental  dues;  and  redeemable  in 
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lawful  money  at  the  office  of  the  Treasurer  and  the  several  Assistant 
Treasurers  and  depositories  of  the  United  States  when  presented  in 
sums  of  not  less  than  S20. 

(6)  Silver  Certificates,  issued  against  standard  silver  dollars,  in 
denominations  of  $1,000,  S500,  $100,  $50,  $20,  |io,  S5,  $2,  and  Si; 
not  a  legal  tender  for  debts,  public  and  private ;  receivable  for  cus- 
toms, taxes,  and  all  public  dues;  exchangeable  for  standard  silver 
dollars  or  smaller  coin,  and  redeemable  in  standard  silver  dollars. 

(7)  United  States  Notes  (greenbacks),  issued  under  the  acts  of  Feb- 
ruary 25,  1862,  July  II,  1862,  and  March  3, 1863,  in  denominations  of 
$1,  $2,  $5,  |io,  $20,  $50,  $100,  $500,  liooo,  S5000,  and  |io,ooo;  a 
**  legal  tender  in  payment  of  all  debts,  public  and  private,  within  the 
United  States,  except  for  duties  on  imports  and  interest  on  the  public 
debt;"  redeemed  when  presented  since  January  i,  1879,  ^^  g^^^  ^^^^ 
at  the  subtreasuries  in  New  York  and  San  Francisco,  and  reissued. 

(8)  Currency  Certificates,  issued  under  the  act  of  June  8,  1872,  in 
denominations  of  S5000  and  Si 0,000,  upon  deposit  of  United  States 
notes,  payable  to  order,  and  not  a  legal  tender,  nor  receivable  in 
exchange  for  anything  other  than  legal-tender  notes;  but  available 
as  lawful  reserve  by  national  banks. 

(9)  Treasury  Notes,  issued  under  the  act  of  July  14,  1890,  in  pay- 
ment for  silver  bullion;  a  "legal  tender  for  all  debts,  public  and  pri- 
vate, except  where  otherwise  expressly  stipulated  in  the  contract;" 
receivable  for  customs,  taxes,  and  all  public  dues,  and  "redeemable  on 
demand  in  coin  "  at  the  oflSce  of  the  Treasurer  or  any  Assistant  Treasurer 
of  the  United  States.  There  were  issued  in  all  $155,931,002,  but  can- 
cellations have  reduced  the  amount  to  $106,348,280,  on  January  i,  1898. 

(10)  National  Bank  Notes,  issued  by  the  national  banks  of  the 
United  States  in  accordance  with  the  act  of  June  3,  1864,  to  the  extent 
of  90  per  cent,  of  the  par  of  government  bonds  deposited  by  such  banks 
with  the  Treasury;  not  a  full  legal  tender;  receivable  at  par  "in  all 
parts  of  the  United  States  in  payment  of  taxes,  excises,  public  lands, 
and  all  other  dues  to  the  United  States, except  duties  on  imports;  and 
also  for  all  salaries,  and  other  debts  and  demands  owing  by  the  United 
States  to  individuals,  corporations  and  associations  within  the  United 
States,  except  interest  on  the  public  debt  and  in  redemption  of  the 
national  currency;"  receivable  also  by  every  national  banking  associ- 
ation for  any  debt  or  liability  to  it;  and  redeemable  at  the  Treasury  of 
the  United  States  (in  United  States  notes). 

(11)  The  Deposit  Currency  appears  as  the  credit  to  depositors  in 
the  banks;  and  on  these  sums  as  given  above,  checks,  drafts,  and  the 
like,  are  drawn,  creating  a  medium  for  exchanging  goods,  which,  as 
shown  by  the  clearing-house  returns  of  the  United  States,  performs 
transactions  annually  to  the /large  sum  of  more  than  $50,000,000,000. 
Not  a  legal  tender  for  any  payments  whatever. 
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i6.  After  getting  possession  of  the  facts  as  to  the  various 
kinds  of  money  in  the  United  States,  and  the  denominations  of 
each,  it  will  add  to  a  proper  understanding  of  the  existing  situ- 
ation to  discover  the  work  done  by  each  of  these  forms  of 
money.  There  are  several  tests  at  our  disposal,  and  these  will 
be  treated  in  the  following  order : 

{a)  The  classified  receipts  by  the  banks  on  given  days. 

(d)   The  kinds  of  money  used  in  retail  trade. 

(^)   The  money  used  in  international  payments. 

In  1 87 1,  at  the  request  of  James  A.  Garfield,  then  Chairman 
of  the  Committee  on  Banking  and  Currency  of  the  House,  the 
Comptroller  obtained  returns  from  fifty-two  banks  selected  from 
three  groups,  namely,  largest  city  banks,  banks  in  smaller  cities, 
small  country  banks.  The  figures  showed  that  of  all  the  receipts 
over  the  counters  of  those  banks  ($157,000,000)  only  12  per 
cent.  ({19,370,000)  was  in  coin  or  notes,  and  88  per  cent,  was  in 
checks,  drafts,  and  commercial  bills. 

In  1 88 1,  1890,  1892,  and  1896  more  careful  examinations 
were  made,  showing  the  following  results  as  to  the  percentages 
of  the  different  kinds  of  money  actually  used  by  the  people  of 
the  United  States  in  their  dealings  with  banks : 


Dates 


June  30,  1881 

September  17, 1881 

July  I,  1890 

September  17,  1890 

September  15,  1892 

July  I,  1896 


No.  of 
banks 


1966 
2132 
3364 
3474 
3473 
5530 


Gold  coin 


a65jif 

1.38 
0.89 

I.13 

0.88 

0.60 


Silver  coin 


0.16^ 

0.17 

0.32 

0.43 
0.41 

0.50 


Paper 
CBUencjr 


4.06^ 

4.36 
6.29 
7.40 
8.10 
6.30 


Checks, 
drafts,  etc. 


95.I3J^ 
94.09 

92.50 
91.04 
90.60 
92.50 


Total 


100^ 

100 

100 

100 

100 

100 


17,  Also  the  actual  average  percentage  of  checks  and  credit 
instruments  used  in  making  payments  in  retail  trade,  has  been 
shown  by  the  Comptroller  of  the  Currency  to  be  about  55.  In 
short,  over  one-half  of  the  retail  trade  is  performed  by  banking 
expedients.  And  since  of  large  transactions  over  90  per  cent, 
are  likewise  done  without  the  usual  fbrms  of  money,  it  has  been 
shown  that,  taking  the  mercantile  business  of  the  country  as  a 
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whole,  retail  and  wholesale,  over  80  per  cent,  of  all  the  money 
work  is  done  by  checks,  drafts,  and  other  credit  instruments.' 

z8.  A  brief  glance  at  the  immense  amounts  of  our  inter- 
national trade  also  shows  that  very  large  transactions  are  settled 
by  relatively  small  sums  of  metallic  money.  Taking  merely  the 
figures  for  1896,  it  is  found  that  the  exports  and  imports  of  mer- 
chandise and  of  gold  and  silver  coin  and  bullion  were  as  follows : 


Total  exports,  merchandise. 
Total  imports,  merchandise,    - 

Total  merchandise 
Total  exports  gold  coin  and  bullion, 
Total  imports  gold  coin  and  bullion, 

Total  gold. 
Total  exports  silver  coin  and  bullion, 
Total  imports  silver  coin  and  bullion, 

Total  silver. 

Total  gold  and  silver. 


$882,606,938 
779,724,674 


112,409,947 
33.525»o65 


60,541,670 
28,777,186 


$1,662,331,612 


145*935.012 


89,318,856 
$235,253,868 


From  this  table  it  appears  that  in  settling  transactions  amount- 
ing to  {1,662,331,612,  all  told,  gold  and  silver  coin  and  bullion 
(including  ore)  were  used  to  only  about  14  per  cent.  Since 
much  of  this  gold  and  silver  bullion  was  itself  sent  as  merchan- 
dise, the  real  percentage  is  much  less  than   14. 


■  Sec  Report  of  Comptroller  of  Currency  i8q6,  and  Kin  LEY,  Journal  of  Political 
Economy,  March  1897. 


THE  STANDARD. 

19.  In  the  preceding  sections,  attention  has  been  confined  to 
the  two  functions  of  money  known  (i )  as  the  Standard  or  Com- 
mon Denominator  of  Value,  and  (2)  as  the  Medium  of  Exchange. 
Concerning  transactions  beg^n  and  ended  on  the  spot  nothing 
more  need  be  said ;  but  the  fact  of  contracts  over  a  period  of 
time  introduces  a  new  and  important  element  —  the  time  element. 
Whenever  a  contract  is  made  covering  a  period  of  time,  within 
which  serious  changes  in  the  economic  world  may  take  place, 
then  difficulties  may  arise  as  to  what  is  a  just  standard  of  pay- 
ments. Various  articles  might  serve  equally  well  as  a  standard 
for  exchanges  performed  on  the  spot,  but  it  is  not  so  when  any 
one  article  is  chosen  as  a  standard  for  deferred  payments.  With- 
out much  regard  to  theory,  the  world  has  in  fact  used  the  same 
standard  for  transactions  whether  settled  on  the  spot,  or  whether 
extending  over  a  period  of  time. 

20.  In  order  to  work  with  perfection  as  a  standard  for 
deferred  payments,  the  article  chosen  as  that  standard  should 
place  both  debtors  and  creditors  in  exactly  the  same  absolute, 
and  the  same  relative,  position  to  each  other  at  the  end  of  a  con- 
tract that  they  occupied  at  its  beginning  ;  this  implies  that  the 
chosen  article  should  maintain  the  same  exchange  value  in  rela- 
tion to  goods,  rents,  and  the  wages  of  labor  at  the  end  as  at  the 
beginning  of  the  contract,  and  it  implies  that  the  borrower  and 
lender  should  preserve  the  same  relative  position  as  regards 
their  fellow  producers  and  consumers  at  the  later  as  at  the 
earlier  point  of  time,  and  that  they  have  not  changed  this  rela- 
tion, one  at  the  loss  of  the  other.  This  makes  demands  which 
any  article  that  can  be  suggested  as  a  standard  cannot  satisfy. 
And  yet  it  is  a  practical  necessity  of  society  that  some  one 
article  should  in  fact  be  selected  as  the  standard.  The  busi- 
ness  world   has   thus   been    forced   to   find   some   commodity 

which — while  admittedly  never  capable  of  perfection — provides 
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more  nearly  than  anything  else  all  the  essentials  of  a  desirable 
standard. 

21.  The  causes  which  may  bring  about  changes  in  the  rela- 
tions between  goods  and  labor,  on  the  one  side,  and  the 
standard,  on  the  other,  are  various.  We  may,  for  instance, 
compare  wheat  with  the  existing  gold  standard.  The  quantity 
of  gold  for  which  the  wheat  will  exchange  is  its  price.  As 
wheat  falls  in  value  relatively  to  gold,  it  exchanges  for  less 
gold,  that  is,  its  price  falls ;  or,  vice  versa^  gold  exchanges  for 
more  wheat,  and  relatively  to  wheat  gold  has  risen.  As  one 
goes  up,  the  other  term  in  the  ratio  necessarily  goes  down ;  just 
as  certainly  as  a  rise  in  one  end  of  a  plank  balanced  on  a  log 
necessitates  a  fall  in  the  other  end  of  the  plank.  Therefore, 
changes  in  prices  can  be  caused  by  forces  affecting  either  the 
gold  side  or  the  wheat  side  of  the  ratio  ;  by  forces  affecting 
either  the  money  standard  or  the  goods  compared  with  that 
standard.  Consequences  of  importance  follow  from  this  explan- 
ation. First,  suppose  that  commodities  and  labor  remain 
unchanged  in  their  production  and  reward,  respectively;  then, 
anything  affecting  the  supply  of  and  demand  for  gold  will 
affect  in  general  the  value  of  gold  in  comparison  with  goods 
and  labor.  Or,  second,  if  we  suppose  an  equilibrium  between 
the  demand  for  and  supply  of  gold,  then,  prices  and  wages  can 
be  affected  also  by  anything  affecting  the  cost  of  obtaining 
goods  or  labor.  It  is  one-sided  to  look  for  changes  in  prices 
solely  from  causes  touching  gold,  or  one  term  of  the  price  ratio. 
If,  however,  it  should  be  desired  that  prices  should  remain 
stationary,  then  this  can  be  brought  about  only  by  finding  for 
the  standard  an  article  that  would  automatically  move  in  extent, 
and  in  the  proper  compensating  direction,  so  as  to  meet  any 
changes  in  value  arising  not  only  from  causes  affecting  itself, 
but  also  from  causes  affecting  labor  and  the  vast  number  of 
goods  that  may  be  quoted  in  price.  No  commodity  ever  existed 
which  could  thus  move  in  value. 

22.  For  the  moment,  let  the  money  side  of  the  price  ratio 
be  regarded  as  unchanged  and  constant,  in  order  to  discuss  some 
changes  on  the  side  of  TOods  and  labor,     first  of  all,  attention 
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is  called  to  a  most  remarkable  industrial  movement,  indeed, 
one  so  great  and  striking,  that  it  has  never  been  paralleled  in 
the  economic  history  of  the  world.  Never  has  there  been  such 
a  widespread  movement  of  invention  and  progress  in  the  arts  and 
sciences  as  in  the  last  three  or  four  decades  of  the  nineteenth 
century.  On  every  side  and  in  every  industry  we  have  witnessed 
an  unequaled  progress  in  invention,  in  labor-saving  devices,  in 
new  processes  of  extracting  and  manipulating  the  raw  materials 
of  the  earth,  in  opening  up  vast  new  areas  producing  food  and 
other  commodities,  the  marvelous  development  of  ocean  and 
land  transportation,  the  cheapened  cost  of  carriage,  the  commer- 
cial rise  of  telegraph  and  telephone  communication  by  which 
quotations  in  any  one  market  are  instantly  known  in  every  other 
market  of  the  world,  the  concentration  of  production  and  les- 
sened cost  of  management — all  of  which  have  revolutionized 
the  cost  of  producing  every  article  of  daily  consumption  from 
the  simplest  kitchen  utensil  to  the  great  traveling  crane  or  the 
modern  express  train.  In  the  last  few  decades,  then,  great  mate- 
rial causes  have  been  at  work  which  in  themselves,  quite  inde- 
pendently of  any  forces  on  the  money  side  of  the  ratio,  would 
have  been  able  to  make  very  great  changes  in  the  prices  of  goods 
and  in  the  position  of  labor.  The  word  labor  is  used  advisedly, 
because,  exactly  as  the  world  has  been  able  to  increase  its 
efficiency  in  production  and  in  obtaining  satisfactions  for  man- 
kind at  less  effort,  the  same  labor  and  sacrifice  has  given  forth 
a  larger  result.  This  explains  why  today  labor  commands  in 
wages  more  for  a  day's  work  than  at  any  time  in  the  previous 
history  of  the  world. 

In  view  of  the  great  progress  made  in  the  latter  part  of  this 
century,  it  is  natural  to  suppose  that  great  changes  should  have 
taken  place  in  the  cost  of  obtaining  a  wide  range  of  articles, 
even  of  food  and  extractive  products.  The  blind  struggle  of 
great  masses  of  men  against  the  movement  above  described, 
which  took  its  form  in  a  lowered  range  of  prices,  is  undoubtedly 
the  cause  which  has  given  rise  to  the  discussions  of  the  present 
time  about  prices  and  silver.  Yet  unconsciously,  the  operation 
Qf  thes^  industrial  changes  has  been  largely  overlooked,  apd 


THE  STANDARD  95 

attention  has  been  almost  wholly  directed  to  the  changes  on  the 
money  side  of  the  price  ratio. 

23.  In  looking  about  for  the  most  desirable  standard,  it  is  at 
once  clear  that  the  ratio  between  the  standard  commodity,  on 
the  one  side,  and  goods  and  labor  on  the  other,  may  be  changed 
during  the  time  of  a  contract  running  long  enough  to  allow 
changes  to  take  place  either  in  the  standard  or  in  goods  and 
labor.  It  has  been  explained  in  what  way  prodigious  changes 
can  operate  on  the  side  of  goods  and  labor.  Now,  it  is  fitting 
that  the  possibility  of  change  on  the  money  side  of  the  ratio 
should  be  presented,  and  compared  as  to  rapidity  and  exten 
with  those  of  goods  and  labor. 

In  the  first  place  something  must  be  said  as  to  the  possibility 
of  rapid  changes  in  the  standard  metals,  gold  and  silver.  Because 
of  their  durability,  all  the  gold  and  silver  ever  produced  (except 
losses  by  abrasion,  shipwreck  or  the  like)  still  remains.  This  is 
a  matter  of  great  moment.  After  a  long  continued  period  of 
production  the  total  supply,  of  gold,  for  example,  assumes  very 
large  proportions  as  compared  with  the  annual  output.  Hence 
changes  in  the  annual  production  have  a  relatively  small  effect 
on  the  total  mass  in  existence.  The  effect  produced  is  somewhat 
like  that  of  adding  a  barrel  of  water  to  Lake  Michigan  ;  it  does 
not  perceptibly  raise  the  level  of  the  lake.  From  this  fact  it  fol- 
lows that  when  the  existing  supply  of  gold  has  become  very  large, 
moderate  changes  in  demand  for  it  do  not  produce  any  material 
change  in  the  value  of  the  whole  of  the  large  mass  in  the  world.  A 
falling  off  in  the  demand  would  be  dissipated  over  the  whole  of 
a  large  quantity ;  a  considerable  increase  in  the  demand  (even 
if  not  at  once  balanced  by  an  increased  supply)  must  be  dis- 
tributed over  the  whole  mass  already  in  existence.  Conse- 
quently, owing  to  the  durability  of  the  precious  metals,  they 
accumulate  to  such  an  extent,  that  ordinary  changes  in  demand 
and  supply  cannot  immediately  produce  any  rapid  or  even  per- 
ceptible change  in  their  world  value.  If  it  be  desirable  to  select 
for  a  standard  a  material  which  is  least  exposed  to  changes 
in  its  own  demand  and  supply  (so  that  prices  would  be  least 
effected  by  changes  in  the  money  term  of  the  price  ratio),  then 
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we  understand  why  in  the  past,  in  obedience  to  this  principle 
of  selection,  the  precious  metals  have  been  invariably  adopted  as 
a  standard  of  prices  by  commercial  nations.  And  it  is  safe  to 
assume  that,  when  serious  changes  of  price  take  place  in  short 
periods  of  time,  they  are  assignable  to  forces  operating  rather  on 
the  side  of  goods  than  on  that  of  the  precious  metals.  For 
instance,  the  existing  supply  of  wheat  is,  roughly  speaking,  the 
annual  supply ;  and  a  change  in  the  demand  for  or  supply  of  wheat 
can  produce  rapid  and  extreme  fluctuations  in  its  value  and  price. 
No  one  should  think  of  their  being  due  to  changes  in  the  world 
mass  of  gold  in  which  the  price  of  wheat  is  expressed — at  least 
not  the  changes  going  on  in  short  periods  of  time.  Likewise, 
anyone  must  know  that  the  fall  in  the  price  of  steel  rails  in 
recent  years  from  $56  to  {18  per  ton,  has  been  due  to  the  intro- 
duction of  new  and  cheaper  methods  of  production,  and  not  to 
changes  on  the  gold  side  of  the  price  ratio — especially  since  labor 
has  received  increased  gold  wages. 

24.  The  world,  as  above  described,  has  witnessed  the  sweep  of 
a  great  economic  movement  over  the  field  of  industrial  life  in  the 
latter  half  of  this  century.  The  events  of  this  period  have  been 
such  as  to  produce  great  changes  in  the  value  of  any  standard  of 
deferred  payments.  The  force  of  this  current  underneath  industry 
has  been  steadily  going  on,  its  drift  not  well  understood,  but  its 
disturbing  influences  on  contracts  everywhere  felt.  This  is  the 
reason  why  agitators  have  been  able  to  create  so  much  stir  by  the 
discussion  of  the  standard.  It  must,  however,  be  clear  how  impo- 
tent are  the  remedies  proposed  by  these  persons  to  counteract 
these  great  economic  changes.  To  coin  more  silver  dollars,  or 
for  the  government  to  print  more  demand  notes,  will  not  change 
the  disposition  and  ability  of  the  country  to  produce  commodities 
at  a  lowered  cost.  This  disposition  and  ability  arise  from  the  char- 
acter of  the  people  and  our  great  natural  resources.  Merely  to 
increase  the  quantity  of  money  while  preserving  its  value  in  gold 
will  not  change  the  relations  of  commodities  in  general  to  gold. 
The  price  of  an  article  in  gold  will  be  maintained  at  that  ratio 
which  expresses  its  value  relatively  to  the  value  of  gold  in  the 
iparkets  of  the  world,     Moreover,  the  total  Riass  of  gold  ijt  th^ 
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world  must  be  changed  in  value  in  order  that  the  price  of  goods 
shall  be  changed  by  influences  affecting  the  gold  side  of  the  price 
ratio.  For  any  single  nation,  it  will  be  practically  a  physical 
impossibility  to  effect  such  a  change,  and  even  if  the  gold  side 
of  the  ratio  can  be  successfully  manipulated,  that  will  not  dispose 
of  the  fact  that  changes  in  prices  may  arise  from  modification 
of  cost  on  the  commodity  side  of  the  ratio.  Even  then  the 
problem  of  a  standard  of  deferred  payments  will  not  have  been 
settled. 

25.  Having  arrived  at  the  conclusion  that,  owing  to  their  dura- 
bility, the  precious  metals  are  least  likely  to  vary  in  value  on 
account  of  changes  affecting  themselves,  the  choice  of  a  standard 
lies  between  gold  and  silver.  We  cannot  have  two  different  stand- 
ards of  value  at  the  same  time,  without  having  two  sets  of  prices. 
Also,  if  both  gold  and  silver,  united  together  in  some  form  of 
international  bimetallism,  could  be  welded  into  a  double  stand- 
ard, it  is  clear  that  there  would  still  be  changes  between  this 
combination  standard  and  the  commodities  compared  with  it. 
That  is,  even  if  gold  and  silver  are  bound  together,  changes  in 
prices  relatively  to  them  must  necessarily  take  place  if  changes 
occur  in  the  costs  of  production  of  articles  exchanged  against 
this  double  standard.  Granting  all  that  may  be  asserted  by  the 
advocates  of  international  bimetallism,  conceding  that  the  values 
of  gold  and  silver  may  be  maintained  at  a  fixed  ratio  to  each 
other,  it  must  be  evident  that  the  problem  of  a  standard  of 
deferred  payments  is  not  thereby  solved  ;  because  it  does  not 
follow,  even  if  gold  and  silver  can  be  successfully  tied  together, 
that  they  together  will  always  maintain  the  same  exchange  rela- 
tions and  the  same  level  of  prices  with  labor  and  with  all  other 
commodities — which  we  know  are  constantly  changing  in  cost. 

26.  Moreover,  we  are  forced  to  believe  that  bimetallism, 
national  or  international,  is  impracticable.  If  we  are  thus — as 
seems  to  be  inevitable —  forced  to  set  aside  the  plan  of  attempting 
to  regulate  the  values  of  gold  and  silver  at  some  ratio,  then  the 
choice  is  between  a  single  gold,  or  a  single  silver,  standard.  There 
can  be  no  halfway  place,  if  both  gold  and  silver  are  given  free 
coinage,  under  our  present  mint  laws.  As  long  as  these  two  metals 
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even  with  a  vastly  increased  production  of  gold  there  has  been 
steadiness  in  its  value.  The  increasing  supply  has  been  followed 
by  an  increasing  demand ;  and  this  may  go  on  so  long  as  there  are 
nations  to  discard  silver  and  take  up  gold.  The  conclusion,  there- 
fore, is  irresistible  that  since  it  is  desirable  to  choose  a  commodity 
as  a  standard  which  fluctuates  least  in  its  exchange  value  in  short 
periods  of  time,  for  reasons  affecting  itself,  gold  must  be  that 
commodity.  It  must  be  chosen  by  any  commercial  country  which 
proposes  to  trade  with  the  great  civilized  countries.  A  country 
must  keep  in  touch  with  the  great  commercial  movements  of  the 
day  and  furnish  to  the  buyers  and  sellers  a  stable  standard  of 
prices,  just  as  Venice  did  of  old  and  England  does  today ;  if  a 
country  does  not  it  is  certain  to  lose  some  of  its  trade  to  its  rivals. 

29.  The  great  increase  in  the  production  of  gold  since  1850 
has  now,  so  far  as  supply  is  concerned,  a  steadying  influence  on 
its  value,  for  reasons  previously  given.  A  conservative  estimate 
gives  the  total  available  stock  of  the  world  in  1850  at  about 
$2,000,000,000.  In  the  last  forty-seven  years  (1851-1897)  gold 
has  been  produced  to  the  amount  of  over  $6,000,000,000 ;  so 
that,  even  allowing  a  deduction  of  $2,000,000,000  for  loss  by 
shipwreck,  abrasion,  use  in  the  arts,  etc.,  the  total  supply  is  now 
more  than  three  times  that  in  1850.  Tripling  the  supply  of 
almost  any  other  article  would  have  enormously  lowered  its  value. 
The  reason  why  this  fall  in  the  value  of  gold  did  not  take  place 
is  due  to  the  preference  of  the  business  world  for  gold  as  com- 
pared with  silver.  The  abundance  of  new  gold  enabled  many 
countries  to  discard  silver,  thereby  opening  up  a  new  demand 
for  gold.  But  there  is  good  reason  to  believe  that  any  new 
demand  thus  created  did  not  equal  the  new  supply  ;  because  we 
find  a  fall  in  the  value  of  gold  as  compared  with  a  day's  labor. 
Labor  today  exchanges  for  more  gold  than  at  any  previous  time 
in  history. 

By  the  side  of  the  abundance  of  new  gold  there  has  developed 
the^  phenomenal  progress  of  the  arts,  previously  described,  by 
which  the  expense  of  obtaining  nearly  all  goods  of  common 
consumption  has  been  greatly  cheapened.  If  gold  itself  had 
not  come  to  be  obtained  more  cheaply,  prices  would  have  fallen 
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more  than  they  have.  But  the  interesting  point  is  that,  as  com- 
pared with  human  labor,  gold  has  depreciated.  If  gold  had 
risen  in  value  relatively  to  both  labor  and  goods  there  might  be 
some  plausibility  in  the  contention  that  it  was  "scarce."  The 
great  gain  to  the  laborer  at  the  close  of  this  century  is  the  fact 
that  his  labor  exchanges  for  more  gold,  and  that  in  addition 
gold  exchanges  for  more  of  the  comforts  and  necessaries  of  life. 
To  those  of  the  wages-receiving  class  it  is  of  the  first  importance 
that  the  commodities  they  buy  have  fallen  in  price  and  doubly 
so  because  at  the  same  time  gold  in  which  wages  are  paid  has 
also  fallen  relatively  to  labor.  The  fall  in  the  prices  of  goods, 
therefore,  is  not  only  an  advantage  in  itself  as  evidence  of  the 
easier  acquisition  of  commodities  we  need,  but  it  is  no  evidence 
of  the  scarcity  of  gold.  On  the  contrary,  the  supply  of  gold 
has  been  tripled  within  forty-seven  years,  and,  other  things 
remaining  the  same,  gold  would  have  fallen  in  value;  but  all 
kinds  of  goods  have  also  been  obtained  more  cheaply  than 
ever ;  so  that  the  resultant  of  these  movements  on  both  sides 
of  the  price  ratio  has  been  to  offset  each  other  somewhat. 
There  has  been  greater  ease  of  acquisition  of  both  gold  and 
goods  (as  shown  by  the  wages  of  labor) ,  but  goods  have  cheap- 
ened somewhat  more  than  gold ;  hence,  the  resulting  fall  of 
prices  coincident  with  the  rise  in  the  gold  price  of  labor. 

30.  Standards,  moreover,  are  not  discovered  or  created  by  gov- 
ernments :  they  are  adopted  by  the  latter.  People  of  all  nations 
and  all  conditions,  civilized  and  savage,  have  more  or  less  exact 
standards  of  value  by  which  they  measure  property  and  services. 
An  African  wishes  certain  things  in  exchange  for  his  goods  or 
his  labor  and  has  roughly  in  his  mind  the  amount  that  he  should 
receive.  He  has  arrived  at  this  standard  not  by  express 
agreement  with  his  fellow  savages,  but  by  the  concurrence  of 
the  habits  of  the  members  of  the  tribe.  And  so  we  go  on 
through  various  stages  of  civilization  and  we  find  that  at  various 
times  men  in  this  way  have  created  standards  of  value.  Gov- 
ernments sometimes  have  adopted  them,  but  not  always;  some- 
times they  have  attempted  to  change  them,  and  such  attempts 
have  invariably  been  followed  by  disastrous  results.     Therefore 
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it  is  manifestly  the  duty  of  government  to  ascertain  what  the 
standard  of  the  people  whose  business  it  wishes  to  promote  may 
be,  and  then  by  law  adopt  that  standard.  If  it  does  not  do  this 
it  might  better  leave  the  whole  subject  alone  and  let  the  stand- 
ard take  care  of  itself,  as  it  will  do  under  the  play  of  natural 
forces  arising  from  the  habits  of  the  people. 

The  business  interests  of  the  country  regard  the  choice  of 
gold  as  the  standard  by  the  greatest  modern  commercial  nations 
as  a  natural  evolution  of  the  commodity  fittest  for  that  purpose. 
We  are  dealing  herein  with  facts  and  not  with  theories.  In  so 
far  as  this  standard  has  been  evolved  by  the  concurrence  of 
practical  men  of  affairs  in  the  conduct  of  commerce  and  indus- 
try, it  is  the  duty  of  the  state  not  in  any  way  to  interfere  with 
this  choice.  The  mere  fact  that  gold  is  the  standard  of  most 
commercial  nations  is  sufficient'  ground  why  the  government 
should  not  attempt  to  establish  another  standard,  especially 
since  this  fact  is  an  evolution  of  business  and  not  of  politics.  Any 
legislation,  therefore,  which  operates  to  deprive  the  business  com- 
munity of  the  standard  which  has  been  chosen  with  reference  to 
business  considerations  is  a  blow  aimed  directly  at  the  prosperity 
of  trade  and  industry.  Such  action  would  be  the  same  in  effect 
as  a  measure  to  cut  the  farmer  off  from  the  use  of  improved 
implements,  or  to  cut  the  whole  business  world  off  from  the  use 
of  improved  transportation  methods. 

31.  Although  there  is  no  commodity  that  will  serve  as  a  per- 
fect standard  of  .deferred  payments  where  any  considerable  time 
elapses  between  the  beginning  and  maturity  of  a  contract,  it  is 
obvious  that  some  standard  must  be  chosen.  As  things  go  in 
a  modern  commercial  nation,  contracts  are  necessarily  made 
running  over  a  considerable  period  of  time.  The  fulfillment  of 
these  contracts  often  becomes  a  question  of  judicial  arbitrament, 
and  hence  the  state,  through  its  courts,  must  be  able  to  declare 
what  must  be  accepted  as  a  legal  acquittal  of  debts.  There 
must,  therefore,  be  an  accurate  legal  interpretation  of  monetary 
terms.  And  it  follows  from  what  has  been  said  that  the  stand- 
ard adopted  for  this  purpose  by  government  should  be  that 
selected  by  commerce. 
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32,  During  long  periods  of  time — within  which  gains  in 
mechanical  skill  and  invention,  revolutions  in  political  and  social 
habits,  changes  in  taste  or  fashion,  settlement  of  new  countries, 
opening  of  new  markets,  may  take  place  —  great  alterations  in 
the  value  of  the  standard  may  occur  wholly  from  natural  causes 
affecting  the  commodity  side  of  the  price  ratio.  And  yet,  in 
default  of  a  perfect  standard,  persons  who  borrow  and  lend 
create  debts  and  obligations  expressed  in  terms  of  that  article 
which  has  been  adopted  as  the  standard  by  the  concurring 
habits  of  Lhc  commercial  community  of  which  they  form  a  part. 
It  should  be  understood,  whenever  men  enter  into  obligations 
reaching  over  a  period  of  time,  that  a  necessary  part  of  the 
risks  involved  in  this  undertaking  is  the  possibility  of  an  altera- 
tion in  the  exchange  values  of  goods,  on  the  one  hand,  and  in 
the  standard  metal  on  the  other,  due  to  industrial  changes  and 
natural  causes.  This  is  one  of  the  risks  which  belong  to  indi- 
vidual enterprise,  differing  in  no  way  from  other  possibilities  of 
gain  and  loss.  For  instance,  prices  rose,  as  indicated  by  an 
index  number  of  100  in  i860  to  an  index  number  of  216  in 
1865.  Therefore,  in  the  United  States,  in  this  period  of  rising 
prices  the  creditor  lost  and  the  debtor  gained.  On  the  other 
hand,  from  1865  to  1878,  prices  fell  from  216  to  loi,  and  in 
this  period  of  falling  prices  the  creditor  gained  and  the  debtor 
lost.  It  is  to  be  observed,  however,  that  these  figures  refer  to 
actual  quotations  of  prices  during  the  fluctuations  of  our  paper 
money.  But  it  is  evident  in  such  movements  as  these,  that 
parties  to  a  time-contract  must  take  their  own  chances  of  changes ; 
and  indeed  it  is  much  more  wholesome  that  they  should  do  so. 

It  should  be  kept  well  in  mind  that  it  is  not  a  proper 
function  of  government  to  step  in  and  save  men  from  the  ordi- 
nary risks  of  trade  and  industry.  It  goes  without  saying  that 
if  changes  in  the  value  of  the  standard  due  to  natural  causes 
take  place  during  the  continuance  of  a  contract,  it  is  not  the 
business  of  government  to  indemnify  either  party  to  the  con- 
tract. This  is  a  matter  on  which  every  individual  who  enters 
into  time  obligations  must  bear  his  own  responsibility.  The 
inefBcient  or  shortsighted  person  who  fails  to  take  the  risks  of 
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industry  and  contracts  into  account  has  no  ground  of  appeal  to 
the  government  for  assistance.  A  government  should  no  more 
appear  in  such  cases  to  remedy  the  inefficiency  of  business  men 
than  to  indemnify  them  for  losses  occurring  in  business,  due  to 
lack  of  judgment  in  other  directions.  Any  attempt,  therefore, 
to  change  the  burden  of  responsibility  from  the  individual  in 
industry,  to  the  government,  in  such  a  case,  is  an  exaggerated 
form  of  socialism.  It  is  a  plea  for  government  help  to  make  up 
for  individual  weakness.  Hence  the  attempt,  through  govern- 
mental control  over  the  currency,  to  regulate  prices  artificially, 
and  thereby  to  make  a  redistribution  of  property. 

33*  In  this  connection  some  consideration  should  be  given  to 
the  economic  position  of  debtors  and  creditors  in  society,  and 
some  estimate  may  be  given  of  their  relative  values  to  society. 
It  is  known,  of  course,  that  all  merchants  are  constantly  borrow- 
ing. Nearly  every  man  in  business  is  a  borrower  and  a  debtor. 
It  is  also  true  that  every  bank  is  also  a  debtor  to  the  full  extent 
of  all  its  deposits  and  notes.  In  our  modern  complex  commer- 
cial organization,  all  this  is  legitimate ;  but  the  fundamental  dis- 
tinction between  a  debtor  and  a  creditor  assumes  importance  in 
another  form,  as  may  be  seen  by  taking  a  typical  example. 

Most  salaried  persons  lay  up  something  for  their  families  or 
for  old  age,  by  saving  out  of  their  moderate  incomes.  If  such  a 
person  has  succeeded  in  saving  perhaps  one  thousand  dollars,  he 
would  naturally  wish  to  invest  it  at  interest.  He  has  made  this 
saving  by  foregoing  the  expenditure  of  that  amount  of  money 
for  satisfactions  to  his  family  or  to  himself.  By  going  without 
these  comforts  and  satisfactions  he  would  naturally  wish  to  obtain 
some  future  advantage.  He  loans  his  money  on  interest,  for 
example,  to  the  builder  of  one  of  our  great  city  office  buildings. 
The  borrower,  under  the  agreement,  is  given  the  power  to  con- 
sume whatever  that  2i,ooo  will  buy.  Is  he,  after  expending 
that  $1,000,  exempt  from  any  moral  (to  say  nothing  of  legal) 
obligation  to  return  the  loan  to  the  lender  according  to  agree- 
ment ?  When  the  borrower  entered  into  the  agreement  he  took 
the  risk  connected  with  it.  The  act  of  making  the  loan  was 
a  voluntary  one  on  his  part.     Now,  in  case  the  building  does 
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not  rent  so  well  as  he  expected  it  would,  and  his  use  of  the 
(1,000  produces  nothing  in  its  place,  does  that  free  him  from  his 
obligation  to  the  lender?  Is  there  any  reason  why  the  thrifty 
lender,  on  a  small  salary,  should  obtain  no  return  for  his  long 
and  painful  sacrifice  because  a  builder  has  been  inefficient  ? 
Certainly  not. 

The  man  who  borrows  money  for  investment  in  any  undertak- 
ing will  have  the  profit  thereof ;  and  it  is  therefore  quite  proper 
that  he  should  assume  the  risk  of  loss.  The  lender  specifically 
waives  all  claim  to  profits  in  excess  of  the  designated  interest, 
on  the  condition  that  he  shall  be  relieved  from  all  risk  of  loss. 
If  he  is  not  to  be  relieved  from  these  risks,  then  there  is  no 
reason  why  he  should  not  also  have  the  profits. 

34*  Coinage  of  silver  is  sometimes  urged  as  a  means  of  aid- 
ing debtors.  If  silver  is  to  be  used  in  unlimited  quantities,  when 
at  a  value  different  from  gold,  it  is  clear  that  this  ought  to  be 
done  only  in  such  a  way  as  would  place  each  metal  on  its  own 
foundations.  Were  the  government  to  manufacture  silver  coins 
and  merely  certify  their  weight  and  fineness,  and  enforce  con- 
tracts made  payable  in  such  coins,  then  people  could  use  silver 
as  a  standard  of  deferred  payments  if  they  chose  to  do  so.  It 
would  not  be  necessary  to  fix  upon  any  ratio  to  gold. 

If  a  particular  name  were  assigned  by  law,  or  even  by  custom, 
to  a  definite  weight  of  gold  so  that  when  contracts  mention  that 
name,  there  can  be  no  doubt  as  to  what  is  meant,  there  would  be 
no  necessity  for  conferring  upon  gold  any  further  legal  tender 
quality.  So,  too,  if  a  different  name,  not  easily  confused  with 
that  assigned  to  the  gold  unit,  should  be  assigned  to  a  unit  con- 
sisting of  a  definite  weight  of  silver,  so  that  contracts  expressed 
in  such  units  would  be  interpreted  and  enforced  with  certainty 
as  to  the  meaning  of  the  terms,  there  would  be  no  need  of  further 
legal  tender  laws.'     If  it  be  true,  as  is  so  often  contended,  that 

'  Every  contract  would  then  carry  with  it  the  precise  terms  of  its  fulfillment.  An 
award  of  damages  could  be  expressed  by  a  jury  in  either  standard  without  more 
trouble  than  is  involved  in  reaching  a  verdict  now ;  for,  there  being  at  any  given  time 
an  ascertainable  ratio  between  the  two  standards,  any  damages  found  could  be  easily 
expressed  in  either  standard  indifferently.  At  a  time  when  31  ounces  of  silver  was 
worth  one  ounce  of  gold,  it  would  be  immaterial  whether  an  award  of  damages  was 


Xo6  REPORT  OF  THE  MONETARY  COMMISSION 

silver  has  kept  in  value  closely  to  commodities  for  long  periods, 
and  that  it  would  for  this  reason  be  a  better  standard  of  value, 
silver  could  in  this  way  be  voluntarily  agreed  upon  by  those  who 
borrow  and  lend,  if  it  were  preferred  by  them  to  gold.  Then  all 
members  of  the  community  could  have  the  alternative  of  using 
gold  or  silver,  as  might  be  agreed  upon.  Perfect  justice  to  all 
portions  of  the  people  demands  that  each  should  have  the  privi- 
lege of  performing  its  transactions  in  the  way  most  serviceable 
to  itself.  If  tied  together  by  a  legal  ratio,  the  poorer  of  the  two 
metals  will  drive  out  the  better ;  but,  if  not  tied  together  in  any 
way,  whichever  furnished  the  better  standard  would  unquestion- 
ably come  into  general  use  through  the  concurring  habits  of  busi- 
ness men  ;  the  poorer  would  be  discarded,  just  as  the  better  tools 
supplant  the  poorer.  Those  who  wish  to  use  gold,  therefore, 
should  have  the  same  rights  as  those  who  wish  to  use  silver. 

35*  So  far  it  has  been  assumed  that  the  standard  of  deferred 
payments  must  be  a  single  commodity,  and  it  has  been  shown 
that  no  single  commodity  can  render  perfect  justice  as  between 
debtors  and  creditors  in  deferred  payments.  It  has  been  urged, 
however,  that  a  much  greater  approximation  to  justice  would 
result  if  long-time  obligations  should  be  satisfied  by  taking  as  a 
unit  not  one  commodity,  but  a  large  number  of  commodities. 
This  is  the  principle  of  the  Multiple  Standard.  Under  this  plan 
the  sum  of  the  money  prices  of  a  long  list  of  commodities  upon 
a  given  date,  say  1870,  is  ascertained.  Suppose  that  this  amounts 
to  2 1, 000 ;  and  that  at  another  period,  say  1890,  the  prices  of  the 
same  quality  and  quantity  of  the  same  articles  are  again  added 
up,  and  amount,  we  will  suppose  to  $900.  The  theory  of  the 
Multiple  Standard  is  that  the  debtor  should  return  to  the  cred- 
itor that  amount  of  money  which  will  buy  exactly  the  same 
quantity  and  quality  of  commodities  that  the  debtor  received 
at  the  beginning  of  the  contract.  In  the  case  supposed  above, 
the  debtor  would  return  to  the  creditor  that  amount  of  money 
($900)  which  would  buy  in  1 890  the  same  quality' and  quantity 

expressed  as  100  ounces  of  gold  or  3100  ounces  of  silver  ;  the  real  damages  awarded 
would  be  the  same,  just  as  any  definite  temperature  is  the  same  whether  expressed  in 
Centigrade  or  in  Fahrenheit. 
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of  commodities  that  he  could  purchase  with  the  $i,ooo  received 
in  1870. 

So  far  as  the  change  in  values  of  commodities  relative  to 
gold  has  been  due  to  the  progress  of  the  arts  and  to  invention, 
the  gains  of  society  as  a  whole  are  thus  transferred  to  the  debtor. 
The  theory  of  justice  in  the  Multiple  Standard  is  based  on  the 
assumption  that  the  creditor  should. have  only  the  same  quantity 
and  quality  of  goods  at  the  end  as  at  the  beginning  of  the  con- 
tract ;  but  if,  during  the  continuance  of  the  contract,  advances  in 
the  arts  have  enabled  society  to  produce  these  goods  at  less 
cost,  it  cannot  be  contended  that  this  result  has  been  due  to  the 
individual  exertions  of  either  the  creditor  or  the  debtor.  The 
case  is  nearly  the  same  as  that  of  the  unearned  increment  from 
land  which  is  derived  from  the  growth  of  the  community  and 
not  from  any  effort  on  the  p«irt  either  of  the  landlord  or  the 
tenant.  By  the  Multiple  Standard,  of  course,  the  gains  of  society 
would  be  transferred  to  the  debtor.  The  question  naturally 
arises,  then,  which  of  two  parties  to  the  contract — to  neither  of 
whom  the  changes  of  price  are  due — is  the  most  deserving  per- 
son to  whom  the  gains  of  society  should  go. 

It  is  to  be  observed  that  the  Multiple  Standard,  as  ordi- 
narily proposed,  does  not  include  the  prices  of  labor,  of  rent, 
and  the  like.  So  that,  even  if  it  might  preserve  unchanged  rela- 
tions as  concerns  merely  the  quantity  of  goods,  it  would  not 
bring  about  the  same  relations  as  concerns  the  purchasers  of 
labor.  When  it  is  remembered  that  a  very  large  part  of  expend- 
iture is  for  labor,  the  inclusion  of  this  element  in  a  standard 
might  properly  work  to  counterbalance  any  inference  as  to  the 
value  of  the  standard  drawn  solely  from  the  prices  of  goods.  If 
the  price  of  labor  were  to  be  given  its  relative  importance  in  a 
Multiple  Standard  for  recent  years,  it  might  appear  that  prices 
as  a  whole  had  not  fallen  at  all. 

36.  Moreover,  if  a  Multiple  Standard  and  a  silver  standard 
were  provided  for  voluntary  adoption  by  the  side  of  a  gold  stand- 
ard, and  granting  that  in  a  regime  of  falling  prices  the  two  former 
would  throw  the  gain  entirely  to  the  debtor  and  the  latter  to  the 
creditor,  it  is  evident  that  these  facts  would  be  taken  account 
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of  by  both  parties  to  a  contract  in  fixing  on  the  rate  of  interest. 
The  borrower  could  get  his  loan  at  a  lower  rate  under  the  gold 
standard,  and  only  at  a  higher  (and  compensatory)  rate  under 
the  Multiple  Standard,  or  the  silver  standard.  So  that,  if  none 
were  obligatory,  the  result  to  the  borrower  would  work  itself 
out  much  the  same  whether  one  or  the  other  standard  were  used. 
It  should  be  kept  clearly  in  mind  that  whenever  a  country 
wishes  to  provide  its  citizens  with  a  multiple  standard  by  which 
the  above  operations  may  be  carried  on,  it  is  quite  within  its 
power  to  do  so.  By  publishing  authoritative  quotations  of  prices 
and  giving  the  official  valuation  of  a  multiple  unit  each  day,  each 
average  of  the  week,  month,  and  year,  it  would  be  possible  for 
any  person,  voluntarily,  to  enter  into  contracts  based  upon  this 
standard.  The  choice  of  the  multiple  standard  or  the  gold 
standard  would  then  be  open  to  all  who  were  willing  to  make 
contracts  with  one  another.  It  would  be  a  matter  of  free  choice 
which  they  would  adopt,  and  the  choice  of  the  standard  would  be 
a  part  of  the  bargain  on  which  the  transaction  was  based.  In  no 
wise,  however,  should  the  government  make  it  impossible  for  any 
citizen  to  use  either  standard  at  his  discretion.  And  that  stand- 
ard which  in  fact  has  been  evolved  by  the  development  of  com- 
mercial habits  should  not  be  displaced  so  long  as  it  is  demanded 
by  commercial  usage. 

THE    STANDARD    IN    THE    UNITED    STATES. 

37.  Upon  the  establishment  of  the  Mint  of  the  United  States 
in  1792,  provision  was  made  for  the  coinage  of  both  silver  and 
gold  at  a  ratio  of  15  to  I — the  silver  coins  to  contain  371^ 
grains  of  fine  silver  to  the  dollar,  and  the  gold  coins  24^  grains 
of  fine  gold  to  the  dollar.  In  selecting  this  ratio,  Alexander 
Hamilton,  then  Secretary  of  the  Treasury,  appears  to  have  been 
actuated  by  a  desire  to  secure  the  concurrent  circulation  of  both 
gold  and  silver  through  the  adjustment  of  the  legal  ratio  so  as 
to  approximate  the  actual  market  ratio.'     Finding  it  difficult  or 

'  "  There  can  hardly  be  a  better  rule  in  any  country  for  the  legal  than  the  market 
proportion,  if  this  can  be  supposed  to  have  been  produced  by  the  free  and  steady 
course  of  commercial  principles.    The  presumption  in  such  case  is,  that  each  metal 
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impossible  to  ascertain,  without  much  delay,  the  market  ratio  cur- 
rent throughout  the  countries  of  ^^  the  commercial  world,  he  had 
directed  his  attention  to  the  relative  values  of  gold  and  silver  in 
this  country  alone,  and  found  that  the  silver  dollars  in  circula- 
tion were  of  varying  weights,  but  that  •'  24I  grains  of  fine  gold 
have  corresponded  with  the  nominal  value  of  the  [silver]  dollar 
in  the  several  states,  without  regard  to  the  successive  diminu- 
tions of  its  intrinsic  worth."  The  Spanish  silver  dollars  in  cir- 
culation (which  he  had  ascertained  to  exchange  currently  for 
24^  grains  of  fine  gold),  varied  in  weights  from  368  grains  to 
374,  or  a  meanVatio  of  about  15  to  i,  which  he  recommended 
as  the  coinage  ratio,  though  he  himself  said  that  it  was  "  some- 
what more  than  the  actual  or  market  proportion,  which  is  not 
quite  15  to  I."  Therefore,  starting  with  the  gold  dollar  as  245^ 
grains  of  fine  gold,  the  silver  dollar  was  made  to  contain  fifteen 
times  as  much,  or  371^  grains  of  fine  silver. 

Events  proved,  however,  that  although  the  actual  market 
ratio  in  the  commercial  world  had  been  in  the  past — as  stated 
by  Hamilton — a  little  less  than  15  to  i,  it  did  not  long  remain 
so.  After  1793,  the  price  of  silver  fell  very  materially,  and  the 
result  was  the  establishment  of  the  single  silver  standard  instead 
of  the  gold  standard,  or  a  double  standard. 

By  1820,  the  fact  that  the  monetary  system  of  the  United 
States  was  on  a  silver  basis — that  the  "  dollar"  which  was  the 
standard  meant  371  ^  grains  of  fine  silver  and  not  24^  grains  of 
gold — was  too  patent  to  escape  discussion.  The  gold  coins 
had  been  drained  ofiE — being  too  valuable  to  circulate  on  a 
par  with  silver.  The  commercial  ratio  between  gold  and  silver 
in  the  years  i8ioto  1833  averaged  15.66  to  i — at  which  the 
gold  dollar  was  worth  $1,044.  The  ratio  in  1833  was  15.93  to 
I — at  which  valuation  the  gold  dollar  was  worth  $1,062.  These 
prices,  of  course,  are  expressed  in  silver,  which  had  become  the 
standard  of  value ;  that  is,  prices  were  measured  in  this  metal 
and  it  was  this  which  was  referred  to  whenever  the  word 
"dollar"  was  used. 

finds  its  true  level,  according  to  its  intrinsic  utility,  in  the  general  system  of  money 
operations."  See  Hamilton's  Repitrt  on  the  Establishment  of  a  Mint  {January  t  ygt ) ; 
Reports  of  the  Secretary  of  the  Treasury;  Washington,  1837,  Vol.  I,  p.  141- 
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38»  In  consequence  of  this  loss  of  gold  from  the  currency 
and  with  a  view  so  to  adjust  the  ratio  that  gold  would  once 
more  be  brought  into  circulation,  the  act- of  June  28,  1834, 
reduced  the  weights  of  the  gold  coins.  Instead  of  24.75  grains 
they  were  made  to  contain*  23.2  grains  of  pure  gold  to  the  dollar — 
a  coinage  ratio  of  16.00215  to  i.  At  the  average  commercial  ratio 
of  the  year  1833,  the  gold  dollar  of  the  new  coinage  was  worth 
99.55  cents  as  measured  by  the  existing  silver  standard.  The 
coinage  ratio,  however,  was  now  greater  than  the  commercial 
ratio,  which  in  the  year  1834  was  but  15.73  and  in  the  subsequent 
decade  varied  from  15.62  to  15.93 — averaging  15.78.  Gold  was 
then  overvalued  in  the  coinage,  as  silver  had  been  before  1834, 
and  the  silver  was  driven  from  circulation,  being  more  valuable 
as  bullion  than  as  coin.  Thus  the  gold  coins  became  the 
standard  of  value;  the  word  "dollar"  which  had  previously 
meant  371 J^  grains  of  fine  silver,  came  to  mean  23.2  grains  of 
gold ;  and  the  monetary  system  of  the  United  States  passed 
from  the  silver  to  the  gold  basis.  By  the  act  of  January  18 
1837,  providing  for  uniform  fineness  of  both  gold  and  silver 
coins  the  standard  was  again  changed  very  slightly.  In  con- 
formity to  that  act,  the  weight  of  gold  coins  was  increased  from 
23.2  grains  to  23.22  grains  of  fine  gold  to  the  dollar — making 
the  coinage  ratio  of  the  two  metals  15.9884  to  i.  This  was  the 
establishment  of  our  present  gold  standard. 

After  the  passage  of  the  act  of  1834  prescribing  a  coinage 
ratio  by  which  silver  was  undervalued  and  driven  out  of.  circula- 
tion the  actual  standard  of  value  in  the  United  States  down  to  the 
year  1862  was  gold.  The  silver  dollar  was  worth  as  bullion,  in 
these  years  from  $1.01  to  $1.05  as  measured  in  the  standard  gold. 
Prices  of  commodities  were  measured  in  gold,  and  it  was  gold 
coin  which  was  meant  when  ** dollars"  were  mentioned,  because 
the  business  world  had  learned  that  the  silver  coins  were  worth 
too  much  to  pass  as  dollars. 

39.  With  the  passage  of  the  legal-tender  acts  in  1862  and  1863, 
however,  the  standard  was  again  altered.     The  word  "dollar*^  no 
longer  meant  23.22  grains  of  gold.      It  had  become  a  govern 
ment's  promise  to  pay  that  amount  of  gold — a  promise  the  value 
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of  which  fluctuated  with  every  change  in  the  credit  of  the  govern- 
ment and  every  change  in  the  prospect  of  a  definite  fulfillment  of 
the  promise.  During  the  succeeding  seventeen  years  all  prices 
were  measured  in  this  fluctuating  paper  standard.  As  the  standard 
depreciated,  prices  rose — but  after  the  close  of  the  war,  its  value 
increased  with  every  additional  indication  that  the  time  when  the 
promise  would  be  fulfilled  was  approaching.  The  value  of  the 
standard  in  fact  appreciated  toward  the  point  from  which  it  had 
departed  in  1862,  and  upon  the  resumption  of  specie  payments  on 
January  i,  1879,  the  currency  system  again  rested  upon  a  gold 
basis  and  our  standard  was  once  more  gold. 

40.  In  1873,  however,  came  the  legislative  recognition  of  gold 
as  the  sole  legal  standard,  as  it  had  been  the  actual  standard,  of 
value.  By  the  coinage  act  of  February  13,  1873,  it  was  provided 
"that  the  gold  coins  of  the  United  States  shall  be  a  one-dollar 
piece,  which  at  the  standard  weight  of  twenty-five  and  eight-tenths 
grains^  shall  be  the  unit  of  value;  a  quarter  eagle,"  etc.  And 
although  subsequent  legislation,  in  1878  authorizing  the  coinage 
of  the  silver  dollar  piece,  and  in  1 890  discontinuing  the  coinage 
of  the  gold  dollar  piece,  may  have  occasioned  some  confusion  as 
to  what  is  now  to  be  regarded  as  the  legislative  definition  of  our 
standard,  there  cannot  be  the  slightest  doubt  that,  quite  irrespec- 
tive of  the  metals  of  which  our  coins  have  been  made,  the  actual 
standard  of  our  present  monetary  system  is  and  has  been  since 
January  i,  1879,23.22  grains  of  fine  gold  and  that  it  is  this 
standard  in  which  all  prices  have  been  measured  and  in  terms  of 
which  contracts  have  been  drawn. 

41.  The  reason  why  some  definite  legislative  declaration,  as 
recommended  by  the  Commission,  should  be  made  in  order  to 
remove  all  possible  doubt  as  to  whether  "coin"  means  gold  or 
silver  in  the  payment  of  our  national  bonds,  is  connected  with 
the  refunding  act  of  July  14,  1870.  The  question  as  to  whether 
United  States  bonds  could  be  paid  off  in  greenbacks  was  settled 
by  the  election  of  General  Grant  in  1868,  followed  by  the  act  of 
March  18,  1869  which  solemnly  pledged  the  faith  of  the  United 
States  to  pay  all  its  obligations  in  coin.  When  the  large  public 
debt  was  refunded  at  a  lower  rate  of  interest  by  the  act  of  1870, 
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it  was  provided  by  this  statute  that  all.the  bonds  issued  under  its 
regulations  should  be  "redeemable  in  coin  of  the  present  standard 
value"  (that  is,  the  standard  in  1870) .  The  whole  interest-bearing 
debt  of  the  United  States  of  the  present  day  is  governed  by  this 
law ;  since  those  issued  under  the  terms  of  the  Resumption  Act  of 
1875  also  followed  the  act  of  1870.  Inasmuch  as  the  silver  dol- 
lar piece  was  a  legal  standard  coin  in  1870,  even  though  not  in 
circulation,  it  is  contended  that  as  between  individuals  contracts 
payable  "in  coin"  might  be  satisfied  by  either  silver  or  gold 
coin.  Even  in  such  a  case,  however,  the  question  would  very 
properly  be  raised  as  to  what  was  contemplated  by  the  parties 
to  the  contract.  But  the  bonds  of  the  United  States  represent 
not  contracts  between  individuals,  but  contracts  between  a  govern- 
ment and  individuals.  Such  a  government  cannot  be  forced  to 
pay  its  debts  in  any  kind  of  money  unless  by  the  power  of  a 
stronger  government ;  but  its  credit  at  home  and  abroad  depends 
upon  its  reputation  for  honesty  and  fair  dealing  in  such  matters, 
and  considerations  of  public  policy,  as  well  as  justice,  therefore 
demand  that  no  advantage  shall  be  taken  of  technicalities  as  a 
shield  for  partial  repudiation  of  indebtedness.  Even  if  there  might 
be  a  fair  question  raised  by  the  private  debtor  as  to  the  interpre- 
tation of  such  a  contract,  there  should  certainly  be  none  raised 
by  the  government.  It  should  not  hesitate  in  announcing  its 
intentions  to  fulfill  its  obligations  in  their  spirit.  The  only  coin 
in  contemplation  in  1870  and  1875  ^^^  ^^^^  coin,  and  gold  coin 
or  its  full  equivalent  has  been  received  by  the  government  for 
all  bonds  which  have  been  sold  since. 
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42.  The  recourse  in  recent  years  of  several  great  countries 
to  what  has  been  termed  the  ••limping  gold  standard"  presents 
several  cases  where  two  metals  circulate  at  par  interchangeably, 
the  one  having  a  value  of  pure  metallic  content  much  below 
its  nominal  face  value.  The  futile  attempts  to  keep  two  metals 
with  free  coinage  in  concurrent  circulation  at  different  market 
values  have  resulted  in  a  considerable  use  of  silver,  which  still 
possesses  an  unlimited  legal-tender  power.  The  best  known 
instances  are  the  United  States  with  its  silver  dollar  piece,  and 
France  with  its  five-franc  piece.  The  principles  by  which  such 
coinage  of  inferior  value  is  maintained  at  its  face  value  in  gold 
demand  full  explanation. 

In  almost  all  points,  such  money  as  is  referred  to  above  cor- 
responds to  the  character  and  functions  usually  ascribed  to 
token  coins;  but  where  it  is  clothed  with  unlimited  legal-tender 
power  and  where  large  amounts  are  outstanding,  there  are  seem- 
ingly very  great  discrepancies  between  such  money  and  token 
coins.  To  make  the  matter  quite  clear,  therefore,  it  will  be  well 
first  to  outline  the  nature  of  token  coinage.  As  now  understood 
and  practiced,  a  correct  system  of  token  money  would  conform 
to  the  following  principles : 

1.  Such  a  reduction  in  weight  and  value  below  the  standard 
unit  as  would  prevent  exportation  and  yet  not  place  a  premium 
on  counterfeiting. 

2.  Coinage  only  on  government  account ;  that  is,  no  free 
coinage. 

3.  Limited  legal-tender  power. 

4.  Protection  against  excessive  quantity  by  direct  redemp- 
tion on  presentation  in  proper  amounts,  which  also  maintains  its 
face  value. 

43.  As  a  matter  of  course,  countries  have  not  always  had 
clear   conceptions  regarding  this  kind  of  money,  so  that  the 

"3 
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principles  just  enumerated  have  come  forth  only  by  a  process 
of  evolution  out  of  experience.  For  example,  in  the  United 
States  the  first  rule  was  not  observed  until  1853;  not  until 
it  was  discovered  that  the  same  causes  which  led  to  the  dis- 
appearance of  the  dollar  piece  (of  371 J^  grains  pure  silver) 
soon  after  1834  also  removed  the  subsidiary  coins  (two  halves 
or  four  quarters,  etc.,  then  also  containing  371  Jj(  grains  pure  sil- 
ver). This  was  the  reason  why  we  were  driven  to  such  shifts 
to  use  foreign  coins  for  small  change.  In  1853,  our  subsidiary 
coins  were  reduced  to  345.6  grains  of  pure  silver  for  two  halves, 
four  quarters,  or  ten  dimes.  This  reduction  in  weight  by  about 
6  per  cent,  kept  the  bullion  value  of  the  token  coins  below 
that  of  both  the  gold  and  silver  dollars,  and  they  circulated 
freely.     They  were  worth  more  as  small  change  than  as  bullion. 

As  regards  the  second  law  it  is  evident  that  if  coins  are 
issued  at  a  value  above  the  cost  of  the  bullion  in  them,  the 
issuer  gains  this  profit,  or  seigniorage.  Hence  the  coinage  should 
not  be  allowed  to  a  private  person  but  should  be  restricted  to 
the  state,  to  which  the  profits  should  accrue.  This  is  all  the 
more  necessary  if  the  duty  is  laid  upon  the  state  to  redeem  the 
coins  upon  demand. 

The  reason  for  the  third  law  is  obvious.  The  standard  coins 
being  ordinarily  issued  only  in  multiples  of  a  unit,  there  must 
frequently  be  fractional  sums  represented  in  a  debt ;  and  the 
same  considerations  which  demand  that  the  kind  of  money  to 
satisfy  the  major  part  of  the  debt  shall  be  clearly  defined  in  law, 
also  require  that  some  method  of  legally  satisfying  the  fractional 
portions  should  be  indicated.  Consequently,  the  token  coins  are 
made  legal  tender  for  this  purpose.  On  the  other  hand,  a  pay- 
ment of  a  debt  in  large  amounts  of  over-valued  coins,  these 
being  of  small  denomination  and  hence  heavy  and  cumbrous  in 
large  sums,  would  be  a  serious  inconvenience.  If,  therefore,  the 
legal-tender  quality  conferred  on  token  coins  were  unlimited, 
the  power  might  be  abused  by  a  captious  debtor,  who  might 
insist  on  making  some  large  payments  in  these  coins  for  the 
purpose  of  annoying  the  creditor.  Minor  and  subsidiary  coins 
have  usually  been  made  a  legal  tender,  therefore,  only  to  lim 
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ited  amounts.  In  1,853  subsidiary  silver  coins,  which  hitherto 
had  had  full  legal-tender  power,  were  made  payable  for  debts 
only  in  sums  not  exceeding  five  dollars.  In  1879  this  limit  was 
raised  to  ten  dollars. 

44*  A  person  obliged  to  make  remittances  abroad  might  have 
been  paid  here  in  over-valued  token  coins,  which,  not  being 
worth  in  foreign  countries  more  than  the  bullion  they  contained, 
would  be  short  payment  and  could  not  be  used  abroad.  Unless 
he  could  exchange  token  coins  for  full-valued  standard  coins 
which  would  be  equally  good  abroad  as  well  as  at  home,  he  would 
find  business  decidedly  venturesome.  Consequently  the  neces- 
sity for  the  fourth  law  becomes  at  once  apparent.  Indeed, 
redemption  is  a  fundamental  necessity  for  a  system  of  token 
coins.  Inasmuch  as  no  government  can  ever  foretell  the  amount 
which  the  community  will  absorb,  it  must  be  ready  to  freely 
provide  token  coins  in  exchange  for  standard  coins  whenever 
needed;  and  to  prevent  an  excess  from  clogging  the  tills  of 
merchants  it  must  be  equally  ready  to  pay  out  standard  coins 
in  exchange  for  token  coins  whenever  the  latter  are  sent  in  to 
the  Treasury.  Thus  free  exchange  of  token  coins  for  gold  and 
of  gold  for  token  coins,  is  the  only  proper  method  by  which  an 
excess  in  quantity  is  automatically  prevented.  If  wanted,  they 
are  obtainable;  if  redundant,  they  are  inevitably  withdrawn. 
Without  a  method  of  redemption  direct  or  indirect,  token  or 
debased  coins  would  certainly  go  to  a  discount  if  issued  to 
excess,  because,  not  being  received  equally  with  standard  coins, 
a  discrimination  against  them  would  manifest  itself.  Not  hav- 
ing in  themselves  a  value  equal  to  their  face  value,  they  must 
borrow  the  deficiency  only  from  the  process  by  which  they  can 
be  exchanged  at  par  with  full-valued  coins.  By  the  act  of  1879 
subsidiary  coins  may  be  exchanged  for  lawful  money  in  sums 
of  twenty  dollars  and  multiples  thereof. 

In  addition  to  the  removal  of  excessive  issues  from  the  cir- 
culation, redemption  of  token  coins  performs  an  important  func- 
tion in  the  distribution  and  redistribution  of  such  coins  as  are 
needed.  Without  redemption,  nickels,  for  example,  would  accu- 
mulate in  large  amounts  on  the  hands  of  the  street  car  com- 
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panics;  for  it  would  be  inconvenient  or  impossible  for  these 
companies  to  find  those  who  might  want  small  change,  and  it 
would  be  difficult  for  them  to  get  rid  of  large  accumulations  ^t 
full  value.  But  the  system  of  redemption  o£fers  the  means 
whereby  those  who  have  too  much  can  dispose  of  their  surplus, 
and  those  who  have  not  enough  can  get  more.  The  Treasury 
thus  acts  as  a  distributor  of  the  supply  of  token  coins. 

Lastly,  the  community  will  need  only  a  limited  amount  of 
token  coins  for  small  change.  What  this  sum  will  be  can  be 
determined  only  by  experience.  No  one  can  foretell  how  many 
dimes  or  quarters  will  be  needed  in  the  daily  transactions  in 
which  money  is  necessarily  used.  There  must,  therefore,  be  free- 
dom in  issuing  all  that  is  wanted.  Safety  is  to  be  found  in  a 
prompt  redemption  of  those  which  the  public  do  not  need.  In 
small  denominations  a  very  large  number  of  pieces  may  be 
required,  but  the  total  value  may  be  inconsiderable ;  for  larger 
denominations  of  no  greater  number  of  pieces  the  total  sum  may 
be  quite  important.  The  inconvenience  of  not  having  money  for 
large  and  small  change  is  so  great  that  if  the  government 
did  not  provide  it  in  a  form  that  will  circulate  (as  before  1853 
and  again  in  July  1862)  some  substitutes  are  necessarily  provided 
by  merchants.  The  demand  for  token  coins  is  therefore,  up  to 
a  certain  limit,  strong  and  steady,  and  if  the  issues  are  within 
this  limit  there  will  be  no  net  redemption.  The  coins  presented 
by  one  individual  or  class  will  be  withdrawn  by  others  for  use 
in  the  channels  where  they  are  wanted. 

45*  The  limitation  of  the  laws  of  token  coinage  to  denomina- 
tions below  one  dollar  is  purely  artificial,  being  based  on  the  idea 
that  two  half  dollars  would  circulate  in  a  way  different  from  two 
one  dollar  pieces.  Or,  to  put  it  another  way,  it  is  untrue  to  say 
that  ** change"  is  wanted  only  in  denominations  below  one  dollar. 
In  fact,  retail  transactions — being  those  in  which,  if  at  all, 
money  passes  from  hand  to  hand — require  the  use  of  one  dol- 
lar and  two-dollar,  if  not  five-dollar  denominations  as  much  as 
they  do  those  of  quarters  and  halves  and  for  exactly  the  same 
reasons.  Then,  if  it  should  happen  that  the  coins,  or  money, 
of  denominations  above  one  dollar  in  general  use  for  'Marge 
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change"  should  be  over-valued  (as  in  the  case  of  our  silver 
dollar  piece  to  the  enormous  extent  of,  perhaps,  55  per  cent.) 
we  have  in  these  forms  of  money  qualities  exactly  similar  to 
those  of  all  token  coins,  and  the  same  principles  govern  their 
issue  and  circulation. 

46.  The  di£ference  between  the  value  of  the  bullion  in  a  coin 
and  its  face  value  is  called  the  seigniorage.  The  name  took  its 
origin  from  the  usage  of  the  lord  or  seignior,  who  took  a  profit 
on  the  coinage  of  the  metals  brought  to  his  mint.  Properly 
speaking  it  should  be  no  greater  in  the  case  of  standard  coins 
than  the  expense  of  coinage.  In  the  United  States  since  1875 
coinage  of  gold  has  been  made  gratuitous,  that  is  without  any 
charge  for  manufacturing  the  coins. 

Seigniorage  has  been  used  as  a  term  to  cover  more  than  the 
mere  cost  of  coinage ;  being  used  to  indicate  the  sum,  be  it  large 
or  small,  by  which  the  face  value  exceeds  the  market  value  of 
the  bullion  in  the  coin.  In  any  instance  where  the  seigniorage 
includes  anything  beyond  the  cost  of  coinage,  we  have  a  case 
of  token  coins.  In  short,  the  existence  of  a  seigniorage  is  the 
essential  characteristic  of  token  coinage.  Hence  our  silver  dol- 
lar piece  with  a  seigniorage  today  of  over  55  per  cent,  is  even 
more  distinctly  a  token  coin  than  two  half-dollars  were  in  1853, 
with  a  seigniorage  of  only  about  6  per  cent.  Of  course  at  the 
present  time  our  fractional  coin  has  a  seigniorage  of  nearly  60 
per  cent.  The  reduction  in  vajue  in  1853  of  about  6  per  cent. 
to  prevent  exportation  and  melting  has  now,  because  of  the  fall 
in  silver,  extended  to  nearly  60  per  cent.,  thus  establishing  an 
enormous  premium  on  counterfeiting. 

47.  The  circulation  of  silver  five-franc  pieces  in  France  at  par 
with  gold  furnishes  a  most  interesting  case  of  token  coinage. 
These  coins  have  a  seigniorage  of  over  50  per  cent.  To  many 
It  seems  inexplicable  that  they  should  circulate  at  their  face 
value.  On  examination,  however,  it  will  be  found  that  they 
owe  their  value  to  the  ordinary  laws  of  token  coins.  They  are 
highly  necessary  for  change,  and  large  amounts  of  them  are 
certain  to  be  needed  for  this  purpose.  Bank  of  France  notes, 
the  only  paper  money,  are  issued  generally  in  large  denomina- 
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tions ;  and  hence  leave  the  field  for  currency  of  smaller  denomi- 
nations wholly  to  gold  and  silver.  Although  gold  five-franc 
pieces  are  authorized  they  have  not  been  coined  since  1870; 
indeed  since  that  date  almost  no  gold  coins  below  twenty  francs 
have  been  minted.  A  large  field  in  the  circulation  has  thus 
been  given  over  to  be  occupied  by  the  five-franc  silver  pieces, 
and  between  {200,000,000  and  {400,000,000  of  them  have  been 
thus  kept  in  circulation  outside  the  Bank  of  France.*  The  quan- 
tity has  been  restricted  to  a  sum  no  greater  than  is  demanded  by 
the  needs  of  the  community  for  the  purposes  of  large  change. 

Most  important  of  all,  however,  to  their  maintenance  at  par 
is  the  system  of  redemption,  which  will  be  found  to  be  much 
like  the  redemption  of  the  silver  dollars  in  the  United  States. 
In  the  first  place,  if  there  were  any  redundancy  in  general  cir- 
culation the  excess  would  promptly  be  removed  by  the  system 
of  quasi-redemption,  which  requires  all  the  state  treasuries,  as 

'In  1890  M.  de  Foville,  Director  of  the  French  Mint,  by  a  method  of  his  own 
(see  Journal  dt  la  Sociiti  de  Statistique  de  Paris^  January  1886)  estimated  the  total 
silver  stock  of  France,  including  subsidiary  coin,  at  2,500,000,000  francs  (approxi- 
mately $500,000,000).  Later  he  stated  the  exact  distribution  of  the  standard  silver 
coin  circulating  in  France  as  follows : 

(< 
French  silver  five -franc  pieces, 

Belgian  silver  five -franc  pieces,  - 

Italian  silver  five-franc  pieces, 

Greek  silver  five -franc  pieces, 

Swiss  silver  five -franc  pieces,  - 

Total,     -  .        -        .        .      884  fr.  1,211  fr.  2,oq5  fr. 

These  estimates  received  the  support  of  Dr.  Soetbeer.  M.  Ottomar  Haupt,  how- 
ever, has  made  a  much  higher  estimate.  According  to  his  figures,  the  situation  in 
1892  (see  Haupt :  Monetary  Situation  in  1892,  p.  130)  is  as  follows : 

In  circulation  In  bank  Total  ^ 

(000,000  omitted)      (000,000  omitted)       (ooo/»o  omitted) 

French  silver  five-franc  pieces,  -     1,800  fr.  924  fr.  2,724  fr. 

Foreign  silver  five-franc  pieces,  -        160  340  500 


circulation 
,000  omitted) 

606  fr. 

In  bank 
(000,000  omitted) 

794  fr. 

Total. 
(000,000  omitted) 

1,400  fr. 

112 

8 

233 

173 

7 

345 

328 

15 

3 

4 

7 

Total, 1,960  fr.  1,264  fr.  3,224  fr. 

Other  estimates  have  been  made  by  competent  persons.  M.  Haupt  believes 
that  the  figures  as  stated  by  him  in  1892  have,  until  recently  at  least,  remained  sub- 
stantially correct  As  no  striking  monetary  changes  have  since  taken  place,  the  silver 
circulation,  whatever  it  may  amount  to,  has  probably  not  materially  altered  during  the 
past  five  years. 
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well  as  the  Bank  of  France,  to  receive  the  five-franc  silver  pieces 
at  their  face  value  equally  with  gold.  That  is,  they  are  as  good 
as  gold  for  all  payments  to  these  institutions,  which  afford  an 
outlet  for  any  which  may  be  in  excess  of  the  needs  of  circulation. 
The  Bank  of  France  is  not  obliged  to  directly  redeem  silver  in 
gold,  but  so  long  as  the  gold  reserves  of  the  Bank  are  large  and 
increasing  in  comparison  with  silver,  it  is  evident  that  there  is 
no  danger  of  the  silver  flowing  into  the  bank  in  quantities  suf- 
ficient to  weaken  the  gold  basis  on  which  the  bank  now  firmly 
stands.  While  there  is  no  direct  redemption  in  gold,  the  indi- 
rect redemption  works  sufficiently  well  in  normal  times.  Both 
gold  and  silver  are  received  in  unlimited  amounts  on  equal 
terms ;  and  in  payments  by  the  bank,  while  gold  is  skillfully 
accumulated,  there  is  practically  no  discrimination  against  silver. 
So  long  as  France  retains  her  present  gold  standard,  the  bank 
will  be  able  to  keep  silver  at  par  with  gold,  and  her  large  gold 
reserves  are  the  immediate  proof  of  this  ability.* 

The  general  security  as  to  the  redemption  of  silver  coins  is, 
however,  obtained  by  protection  for  the  future.  The  only  rea- 
son why  the  Latin  Union  at  present  holds  together  is  because  of 
the  existing  provisions  of  the  Treaty  in  regard  to  the  ultimate 
redemption  of  its  own  silver  coinage  by  each  member  of  the 
Union.  In  case  the  Union  is  dissolved,  it  has  been  agreed  by 
all  the  states  that  each  state  shall  redeem  all  the  silver  five- 
franc  pieces  which  it  has  emitted  at  the  nominal  or  face  value 
of  the  coins.  These  measures,  known  of  all  men,  give  assurance 
that  in  cases  of  emergency  the  ultimate  redemption  in  gold  of 
the  silver  circulation  is  assured. 

The  five-franc  pieces  of  France,  therefore,  although  having 

'  While  for  ordinary  sums  there  is  usually  no  difficulty  in  obtaining  gold  from  the 
Bank  of  France,  the  policy  of  the  institution  to  preserve  a  large  gold  fund  leads  it  to 
charge  a  slight  premium  on  sums  of  any  magnitude  wanted  in  gold  for  exportation. 
But  this  charge  has  not  exceeded  one-tenth  of  I  per  cent.,  and  is  often  much  less. 
This  policy  does  not  operate  as  a  positive  prohibition  to  obtaining  gold,  but  as  a  slight 
deterrent,  sufficient  to  turn  applicants  to  other  sources  if  they  can  obtain  gold  at 
lower  rates  elsewhere.  Vet  it  is  to  be  understood  that  the  gold  can  be  had  of  the 
bank,  in  case  of  real  need,  on  payment  of  the  slight  premium.  It  is  by  such  methods 
as  these  that  the  gold  reserves  of  the  bank  have  been  favored,  and  yet  any  real  dis- 
crimination against  silver  is  practically  avoided. 
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unlimited  legal  tender  power,  circulate  according  to  the  rules 
of  token  coins,  as  described  above.  They  bear  a  seigniorage 
(of  over  50  per  cent.);  they  are  limited  in  quantity;  their 
further  coinage  is  suspended ;  and  their  quantity  in  circulation 
is  kept  at  the  needed  amount  by  redemption,  as  above  described, 
and  by  the  promise  of  absolute  and  final  redemption  in  gold  in 
case  the  Latin  Union  be  dissolved. 

48.  The  case  of  the  American  silver  dollar  is  very  similar 
to  that  of  the  French  five-franc  piece.  The  reason  why  our 
silver  dollar  circulates  at  par  is  to  be  found  in  our  observance  of 
the  principles  of  token  coinage.  It  will  be  seen  that  the  silver 
dollars  conform  to  all  the  requisites  of  token  coins ;  they  bear  a 
seigniorage  (of  over  50  per  cent.);  their  coinage  is  only  at  the 
will  of  the  government ;  their  quantity  is  limited  by  suspen- 
sion of  further  coinage  to  a  sum  probably  no  greater  than  is 
needed  for  large  change ;  and  there  exists  a  very  effective  sys- 
tem of  indirect  redemption. 

The  need  of  silver  dollars  for  purposes  of  change  must  ever 
be  limited  by  the  amount  which  the  community,  from  its  own 
preferences,  will  use.  The  silver  pieces  themselves  cannot  be 
used  in  large  quantities,  as  has  been  proved  by  the  constant  and 
indefatigable  efforts  of  the  Treasury  to  put  them  into  circula- 
tion. In  order  to  get  silver  dollar  pieces  into  circulation  Con- 
gress appropriated  the  means  to  pay  for  shipping  the  coins 
free  of  charge  to  any  part  of  the  United  States.  To  cover 
this  cost  the  Treasury  has  already  expended  over  $1,000,000; 
and  yet  the  highest  figures  for  the  circulation  of  silver  dollar 
pieces  was  $67,547,023  in  December,  1890;  while  for  years  the 
sum  has  remained  below  $60,000,000.  During  the  fiscal  year 
1897  the  Treasury  paid  out  and  shipped  to  various  points  about 
$72,500,000  in  silver  coin  (including  subsidiary  silver  coins  as  well 
as  dollars),  at  an  expense,  for  express  charges  alone,  of  $81,500; 
but  the  channels  of  circulation  were  already  so  filled  with  silver 
coin  that  more  could  not  be  absorbed,  and  the  consequence  was 
a  return  of  $73,200,000  to  the  Treasury,  thus  resulting  in  a  net 
decrease  of  $700,000  in  the  actual  circulation  of  silver  coin.* 

'  The  details  as  to  this  movement  are  indicated  in  the  following  table : 
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Since  our  people  would  not  carry  heavy  coins,  the  only  way 
in  which  their  circulation  could  be  assured  was  to  issue  silver 
certificates  in  small  denominations.  The  public  would  take 
silver  certificates  when  they  would  not  use  silver  dollar  pieces. 
In  1886,  silver  certificates  in  denominations  below  ten  dollars  were 
authorized.  The  competition  of  other  small  paper  money  had 
already  been  removed  by  the  withdrawal  of  one-  and  two-dollar 


MOVEMENT  OF  SILVER   COIN   DURING   THE   FISCAL  YEAR   ENDING  JUNE   30,    I897. 

[In  millions  of  dollais.] 


Office  at 


Washington . . . 
New  York  . . . . 

Boston  ...... 

Philadelphia. . , 

Baltimore 

Cincinnati 

St.  Louis 

Chicago 

New  Orleans . , 
San  Francisco. 


Mints. 


Total 


Balance 
July  1,1896 

Received 

Paid 

Balance 

June  30, 

1897 

152.4 

3.7 

^.0 

1531 

49-7 

23.S 

19.9 

53.3 

2.8 

3.7 

3.8 

2.7 

II. I 

7.9 

6.7 

12.3 

6.8 

2.5 

3.1 

6.2 

1-3 

4.0 

3.9 

1.4 

18.9 

8.3 

7.3 

19.9 

3-4 

9.8 

9.4 

3.8 

5.5 

6.0 

9.8 

1.7 

25.7 

3.8 

3.3 

26.2 
280.6 

277.6 

73-2 

70.2 

1 16.7 

21.2' 

2.3 

135.6 

394.3 

94-4 

72.5 

416.2 

"Ship- 
ments" in- 
cluded 
in  "paid" 


1.7 

3.1 
2.9 

3.1 
.2 

3.3 

5.9 
8.4 

9.3 
2.5 

40.4 
1.2 


41.6 


'  This  amount  includes  new  coinage. 

RisuM^. 

Balance  in  Treasury  and  Mints  June  30,  1896, 

Receipts, 

Coinage, 


$394.3 
73.2      $73.2 


21.2 


Paid  and  shipped, 

Balance  of  silver  coin  in  Treasury  and  Mints. 


$488.7 
72.5 

$416.2 


Net  inward  movement,      .... 
Expense  of  movement,  express  charges  only. 


72.5 


$0.7 


$81,500 


OUTSTANDING. 


Silver  coin,  June  30,  1896, 
Silver  coin,  June  30,  1897, 

Net  decrease  of  circulation, 


I112.3 
111.6 


$0.7 


/ 
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United  States  notes.  In  this  way  an  increasing  work  was  pro- 
vided for  the  silver  currency,  so  that  it  was  not  in  supply  beyond 
the  demand  for  purposes  of  large  change,  and  it  ceased  coming 
back  to  the  Treasury  to  such  an  extent  as  formerly.  That  is, 
the  supply  of  the  silver  circulation  being  determined  by  the 
requirements  of  the  acts  of  1878  and  1890,  new  demands  were 
created  for  it,  owing  to  the  withdrawal  of  other  kinds  of  money. 
This  was  also  aided  by  the  very  large  contraction  in  the  cir- 
culation of  the  National  Banks.  In  these  ways  the  silver  coinage, 
having  a  large  seigniorage,  was  kept  in  quantity  equal  to  the 
need  for  large  change.  And  the  danger  that  an  increasing  quan- 
tity would  transcend  even  the  demand  created  by  withdrawal  of 
other  currency  was  removed  by  the  cessation  of  further  pur- 
chases of  silver,  November  i,  1893. 

49.  But  the  important  fact  which  maintains  the  silver  dollar 
pieces  at  par  with  gold,  and  reduces  the  amount  in  circulation 
to  the  actual  needs  of  the  community  for  change,  is  the  existing 
system  of  redemption.  This  redemption,  however,  is  not  direct. 
There  is  no  law  requiring  the  Treasury  in  express  terms  to 
redeem  the  silver  dollars  in  gold.  But  there  is  a  system  of 
indirect  redemption  which,  in  practice,  proves  almost  as  effective 
as  a  specific  requirement.*  In  all  payments  to  itself,  the  Treas- 
ury receives  silver  on  an  equality  with  gold ;  and  in  all  payments 
from  itself  to  others  it  provides  gold,  if  that  metal  is  desired ; 
but  in  no  case  does  it  force  silver  upon  an  unwilling  person. 

'  How  this  indirect  redemption  is  accomplished  is  clearly  shown  in  the  following 
extracts  from  the  Report  of  the  Secretary  of  the  Treasury  in  1887  : 

"  Provision  should  be  made  against  a  time  when  there  may  be  more  of  that  form 
of  money  [silver  dollars]  than  is  required  for  the  business  of  the  country.  The  first 
symptom  of  this  will  be  increasing  ownership  of  silver  by  the  government;  this 
increase  will  take  place  because  the  government  pays  to  the  people  that  kind  of  cur- 
rency which  they  wish  to  have  and  receives  from  them  that  kind  which  they  wish  to 
pay;  consequently  the  government  will  accumulate  the  form  of  money  which  the 
public  least  desires.  If  the  government  held  no  funds  save  those  needed  for  its  daily 
expense:;,  it  would  perform  no  different  function  toward  currency  when  it  had  osce 
coined  or  printed  it  than  does  an  individual  who  receives  and  pa3rs  out  money; 
but  the  two  great  trust-funds — that  for  the  redemption  of  United  States  notes 
($100,000,000),  and  that  for  the  redemption  of  national-bank  notes,  at  present  more 
than  $100,000,000 — and  whatever  surplus  there  may  be  from  time  to  time,  form,  as  it 
were,  a  reservoir  which  takes  and  holds  that  kind  of  currency  which  the  people  reject. 
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This  indirect  method  of  redeeming  silver,  and  thus  maintain- 
ing its  value  at  par  with  gold,  by  taking  out  of  circulation  and 
locking  up  in  the  Treasury  any  surplus,  has  been  given  a  support 
by  legislation  so  worded  that  while  not  ordering  direct  redemp- 
tion of  silver  dollars  in  gold,  it  puts  an  obligation  on  the  Treas- 
ury so  clear  and  undoubted  that  if  silver  were  not  maintained  at 
par  with  gold  it  would  be  a  distinct  violation  of  statute.  In  the 
act  of  July  14,  1890,  it  was  declared  to  be  "the  established  policy 
of  the  United  States  to  maintain  the  two  metals  on  a  parity  with 
each  other  upon  the  present  legal  ratio,  or  such  ratio  as  may  be 
provided  by  law."  This  policy  was  reaffirmed  by  the  act  of 
November  i,  1893,  discontinuing  purchases  of  silver  bullion, 
which  required  the  equality  between  gold  and  silver  coins 
to  be  ''secured  through  international  agreement,  or  by  such 
safeguards  of  legislation  as  will  insure  the  maintenance  of  the 
parity  in  value  of  the  coins  of  the  two  metals,  and  the  equal 
power  of  every  dollar  at  all  times  in  the  markets,  and  in  the 
payment  of  debts." 

The  statutes  above  quoted  and  the  practice  of  the  Treasury, 
therefore,  have  effected  a  process  of  redemption  of  silver  in  gold, 
which  has  all  the  force  of  a  direct  system.* 

W>re  it  not  for  this  great  government  reservoir,  a  redundancy  of  any  form  of  currency 
would  be  shown  either  by  its  exportation  to  countries  where  it  was  needed  or  by  its 
depreciation  here.  The  silver  dollar  cannot  be  exported,  because  the  silver  of  which 
it  is  made  is  worth  less  than  75  cents,  which  would  be  its  value  for  exportation. 

"  The  government  has  always  kept  those  dollars  and  their  certificates  as  valuable 
as  they  were  when  it  paid  them  out  by  receiving  them  in  payment  of  taxes ;  but  some- 
times it  has  been  obliged  to  receive  them  in  greater  amounts  than  the  people  were 
willing  to  take  them.  This  was  notably  the  case  in  1884,  1885,  and  1886,  when  they 
so  accumulated  that  at  the  end  of  July  1886  there  were  ^93,959>88o  of  them  in  the 
Treasury.  During  those  years  these  funds  in  the  Treasury  formed  the  reservoir  which 
held  the  silver  dollars  that  the  people  did  not  want,  and  thus  prevented  those  which 
they  did  want,  and  still  held,  from  going  to  a  discount,  or,  in  other  words,  from 
becoming  worth  less  to  the  people  than  they  were  when  the  government  originally 
paid  them  out  of  its  Treasury." 

'  How  this  is  regarded  by  the  Treasury  may  be  seen  in  a  letter  from  Mr.  Carlisle, 
when  Secretary,  to  James  P.  Helm,  Louisville,  Ky.,  in  September,  1896:  "With  a 
knowledge  of  these  assurances,  the  people  have  received  these  coins  and  have  relied 
confidently  upon  the  good  faith  of  their  government,  and  the  confidence  thus  inspired 
has  been  a  most  potent  factor  in  the  maintenance  of  the  parity.  The  public  has  been 
satisfied  that,  so  long  as  our  present  monetary  system  is  preserved,  the  govemmen 
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50.  The  actual  needs  of  the  country  for  money  of  the  vari- 
ous denominations  can  be  seen  in  the  following  table : 

PAPER    CURRENCY    OF    EACH    DENOMINATION    OUTSTANDING 

DECEMBER    3 1,    1 897. 


United  States 

Treasury  notes 
of  Z890 

National 

Gold 

Silver 

Total 

nation 

notes 

bank  notes 

certificates 

certificates 

^1.00. . . 

52,754,763 

$15,346,889 

5350,536 

$31,538,550 

549,990,738 

2.00.  .. 

2.447,878 

10,204,776 

169.032 

19,271,678 

32,093,364 

5*00. . . 

62,582,267 

32,267,755 

72,827,610 

106,211,195 

273,888,827 

10.00.  . 

82,835,501 

31,650,930 

70,747,130 

119,233,366 

304,466,927 

20.00.. 

67,971.032 

10,255,480 

52,566,400 

54,795,494 

71,162,410 

206,750,816 

50.00 . . 

14,208,375 

285,350 

10,679,450 

2,722,655 

14,361,435 

42,257,265 

100.00. 

24,051,200 

2,382,100 

21,504,100 

3,712,000 

25»82i,37o 

77,470,770 

500.00. 

15,690,000 

112,000 

3,448,500 

157,500 

19,408,000 

1000.00 

75,115,000 

3,955,000 

28,000 

5,634,500 

168,000 

84,900,500 

5000.00 

15,000 

5,475,000 

5,490,000 

10,000. 

10,000 

12,340,000 

12,350,000 

FnictionnI 

parts... 

30.382 

30,382 

Total. 

347,681,016 

106,348,280 

229,014,640 

38,128,149 

387,925.504 

1,109,097,589 

Unknown 

destroyed 

1,000,000 

1. 000.000 

Net... 

346,681,016 

106,348,280 

229,014,640 

38,128,149 

387,925,504 

1,108,097.589 

If,  then,  the  plan  of  the  Commission  should  be  adopted,  by 
which  the  issue  of  all  other  forms  of  paper  money  of  denomina- 
tions less  than  ten  dollars  is  forbidden,  and  the  duty  of  serving  as 
large  change  be  granted  to  silver  dollars  and  silver  certificates 

will  do  whatever  its  moral  obligations  and  express  declarations  require  it  to  do,  and 
very  largely  in  consequence  of  this  confidence  in  the  good  faith  of  the  executive  authori- 
ties, the  silver  coins  have  not  depreciated  in  value.  Il  is  not  doubted  that  whatever 
can  be  lawfully  done  to  maintain  equality  in  the  exchangeable  value  of  the  two 
metals  will  be  done  whenever  it  becomes  necessary,  and  although  silver  dollars  and 
silver  certificates  have  not,  up  to  the  present  time,  been  received  in  exchange  for  gold, 
yet,  if  the  time  shall  ever  come  when  the  parity  cannot  be  otherwise  maintained,  such 
exchanges  will  be  made.  It  is  the  duty  of  the  Secretary  of  the  Treasury,  and  of  all 
other  public  officials,  to  execute  in  good  faith  the  policy  declared  by  Congress :  and 
whenever  he  shall  be  satisfied  that  the  silver  doUsu*  cannot  be  kept  equal  in  purchasing 
power  with  the  gold  dollar,  except  by  receiving  it  in  exchange  for  the  gold  dollar, 
when  such  exchange  is  demanded,  it  will  be  his  duty  to  adopt  that  course.  But  if 
our  present  policy  is  adhered  to,  and  the  coinage  is  kept  within  reasonable  limits,  the 
means  heretofore  employed  for  the  maintenance  of  the  psu*ity  will  doubtless  be  found 
sufficient  in  the  future,  and  our  silver  dollars  and  silver  certificates  will  continue  to 
circulate  at  par  with  gold.  .  ." 
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alone,  it  is  evident  that  practically  all  of  the  silver  currency  can 
be  kept  outstanding  without  exceeding  the  needs  of  the  com- 
munity for  denominations  below  ten  dollars.  This  can  be  shown 
by  the  amounts  of  the  various  kinds  of  money  of  those  denom- 
inations now  used  in  the  country. 

Silver  dollar  pieces  (January  1,1898)  ....        $61,491,073 

One  dollar  notes  other  than  silver  certificates,  -    1 8,4 5 2, 1 88 

Two-dollar  notes  other  than  silver  certificates,    -        12,821,686 
Five-dollar  notes  other  than  silver  certificates,    -      167,677,632     198,951,506 

Silver  certificates  of  one,  two,  and  five  dollars      -         -         -        157,021,423 
Total, $417,464,002 

If  this  be  the  sum  of  money  required  today  by  the  country 
in  denominations  below  ten  dollars,  how  nearly  will  the  existing 
coinage  of  silver  dollars  fit  this  need? 

Total  silver  dollars  coined  (January  I,  1898)  -         -       $455,818,122 

In  circulation  outside  the  Treasury : 

Silver  dollar  pieces $61,491,073 

Silver  certificates  in  one,  two,  and  five 

dollars, 157,021,423 

$218,512,496 

Remaining  to  be  given  a  use, $237,305,626 

Held  by  the  Treasury : 

Silver  dollar  pieces, $6,401,545 

Silver  certificates, 11,229,912 

$17,631,457 

Net  to  be  kept  in  circulation, $219,674,169 

By  withdrawing  all  notes  below  ten  dollars  of  United  States 
notes,  Treasury  notes  of  1890,  and  national  bank  notes,  which 
amounted  January  i,  1898,  in  all  to  $198,951,506,  a  place  will 
be  provided  for  at  least  this  amount  of  silver  currency.  It  will 
be  seen  that  the  silver  to  be  provided  with  a  place  exceeds  the 
paper  money  to  be  withdrawn  by  only  {20,722,643  ;  and  this 
sum  would,  in  all  probability,  be  soon  absorbed  by  an  increasing 
demand  as  the  country  grows.   Taking  existing  conditions,  there- 


126  REPORT  OF  THE  MONETARY  COMMISSION 

fore,  as  a  guide,  it  is  quite  unlikely  that  silver  to  any  extent 
worth  consideration  would  flow  back  to  the  Treasury,  should 
silver  be  given  the  monopoly  of  service  within  the  limits  set  by 
the  Commission. 

Carrying  out  the  principles  of  money  governing  a  coinage 
having  a  large  seigniorage,  the  Commission  urged  that  all  doubt 
as  to  the  methods  of  redemption  should  be  removed,  and  that 
there  should  be  direct  redemption  of  silver  dollars  in  gold. 
This  in  fact,  would  be  no  departure  from  present  practice 
but  would  make  direct  what  is  now  indirect.  It  would 
acknowledge  in  law  what  is  now  going  on  in  fact ;  and  this  open 
acknowledgment  would  remove  all  possible  doubt  or  uncertainty 
at  home  or  abroad  as  to  our  intentions  regarding  the  parity  of 
our  gold  and  silver  coins.  The  policy  of  the  government  as  to 
its  coinage  should  be  above  the  suspicion  of  uncertainty.  If 
direct  redemption  of  silver  dollars  in  gold  be  required,  our  cur- 
rency system  will  be  unified  and  reduced  to  a  common  basis. 
Simplicity  will  take  the  place  of  confusion. 

51.  By  the  plan  of  the  Commission,  unity  and  uniformity  of 
our  metallic  money  will  be  obtained,  without  increasing  the  strain 
upon  the  Treasury.  If  there  be  any  fear  that  the  promise  of  direct 
redemption  of  silver  in  gold  will  impose  any  new  burden  upon 
the  Treasury,  the  figures  given  will  remove  it.  The  need  for 
money  of  small  denominations  is  so  imperative  that  it  must  be 
met ;  and  under  the  proposed  plan  this  necessity  can  only  be 
supplied  by  silver  certificates  and  silver  dollars.  This  would 
keep  most  of  them  constantly  in  circulation.  Then  the  explicit 
declaration  that  this  currency  can  at  any  time  be  redeemed  in 
gold,  will  remove  the  only  reason  why  anyone  would  hesitate  to 
take  it.  If  such  a  currency  is  made  absolutely  equal  to  gold, 
there  will  then  be  no  reason  whatever  why  it  should  be  sent  in  for 
redemption  except  either  its  imperfect  distribution  or  its  redun- 
dancy. And  if  it  should  appear,  by  experience,  that  the  country 
did  not  need  so  great  an  amount  of  money  of  these  denomina- 
tions, then,  of  course,  it  is  the  bounden  duty  of  the  Treasury  to 
take  up  the  surplus.  The  government  received  a  dollar  in  gold, 
or  its  equivalent  for  every  dollar  of  the  silver  it  put  into  circula- 
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tion ;  and  justice  to  its  citizens  requires  that  if  silver  is  redun- 
dant, the  Treasury  should  give  back  as  good  as  it  received  In 
this  matter,  the  Government  should  consult  the  wishes  and  pre- 
ferences of  the  people  ;  if  the  latter,  by  their  voluntary  action, 
send  in  silver  dollars  for  redemption,  thereby  announcing  that 
there  are  more  than  they  need,  then  this  mandate  of  the  public 
should  be  obligatory  on  the  Treasury.  The  plan  of  the  Com- 
mission, moreover,  gives  the  Secretary  power  to  sell  bonds  in 
case  an  emergency  arises  where  it  may  be  necessary  to  obtain 
gold  to  properly  satisfy  the  wishes  of  the  people  whenever 
they  desire  to  use  less  silver.  Then  only  would  there  be  any 
demand  upon  the  gold  in  the  Treasury,  and  in  such  cases  the 
Secretary  should  be  given  full  power  to  meet  such  demands 
without  creating  the  slightest  disturbance  in  any  part  of  the 
country's  industry. 

Probably  there  would  be  even  less  redemption  under  the 
direct  than  under  the  indirect  form.  At  the  present  time  banks 
which  have  silver  dollars  and  certificates  in  their  vaults  make  it  a 
point  to  use  them  in  furnishing  funds  for  paying  customs  duties. 
Under  the  present  indirect  system  the  banks  turn  them  in  for 
customs  duties  in  advance  of  any  actual  redundancy,  embracing 
the  opportunity  to  secure  their  redemption  merely  because 
they  are  not  sure  that,  if  they  continue  to  hold  them,  there 
will  be  another  opportunity  just  when  they  want  to  dispose  of 
them. 

52,  The  prime  requisite  of  a  circulation  like  our  silver  dollars, 
which  bear  so  large  a  seigniorage,  is  that  its  quantity  should  not 
exceed  the  needs  of  the  business  community  for  the  respective 
denominations.  The  figures  given  above,  show  that  our  exist- 
ing silver  coinage  fully  equals — and  slightly  surpasses — that 
quantity  which  we  now  need.  It  is  therefore  plain  that,  after 
doing  everything  which  can  be  done  to  give  silver  the  largest 
possible  circulation,  no  further  coinage  should  be  thought  of. 
Under  a  redemption  system,  in  just  the  proportion  that  an  excess 
over  needs  is  coined,  will  the  silver  return  upon  the  Treasury, 
and  embarrass  its  attempts  to  keep  a  strong  gold  reserve.  For 
these  reasons  the  Commission  urged  the  suspension  of  all  further 
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coinage  of  the  silver  bullion  purchased  under  the  Act  of  1890. 
If  this  bullion,  costing  about  2i00,000|000,  were  coined  into 
dollars,  it  would  add  over  $150,000,000  to  the  existing  sum 
of  $455,818,122  to  be  kept  at  par  with  gold.  This  would 
be  clearly  in  excess  of  the  needs  of  the  country  for  notes  below 
$10. 

It  is  to  be  noted  that  the  plan  of  the  Commission,  while  pro- 
viding a  place  for  the  silver  dollars  where  they  would  circulate 
at  par,  does  not  thereby  indicate  that  in  the  future  no  additional 
measures  may  wisely  be  adopted  to  render  our  monetary  system 
wholly  invulnerable.  The  retention  of  455,000,000  of  silver 
dollars  in  our  circulation  at  double  their  real  value,  will  require 
the  constant  maintenance  of  a  gold  reserve  sufficient  to  create 
confidence  in  the  ability  of  the  government  to  redeem  all  the 
silver  that  may  be  sent  in.  It  is  possible  that  in  emergencies 
and  in  times  of  political  stress,  when  the  credit  of  the  govern- 
ment may  be  assailed,  this  may  prove  an  element  of  weakness. 
It  may  be  justly  observed  that,  while  in  normal  times  no  diffi- 
culties may  arise  from  this  silver  circulation  of  a  token  character 
as  proposed  by  the  plan  of  the  Commission,  in  the  very  time 
when  the  country  may  not  be  able  to  give  it  full  protection  this 
token  silver  may  cause  disturbance.  If  we  had  no  form  of  money 
that  was  not  of  full  value  —  that  is,  if  the  face  value  of  every 
coin  were  no  more  than  its  bullion  value  —  then,  in  time  of 
emergency  the  Treasury  would  be  entirely  free  from  the  neces- 
sity of  providing  against  possible  fear  on  this  account  and  would 
not  be  obliged  to  keep  larget  gold  reserves  at  just  the  time 
when  every  dollar  of  gold  is  needed  elsewhere.  Consequently, 
while  the  Commission  postponed  to  the  future  the  settlement  of 
this  particular  question,  it  was  believed  that  adequate  provision 
had  been  made  for  preserving  the  silver  dollars  at  par  with  gold 
in  normal  times.  This  is  made  absolutely  certain,  even  in 
periods  of  stress,  by  the  authority  given  to  the  Secretary  to  sell 
bonds  for  gold.  Still,  in  order  to  lessen  the  necessity  of  such 
bond  sales,  if  it  is  found  that  the  burden  of  redemption  is  great, 
and  large  quantities  of  silver  accumulate  in  the  Division  of  Issue 
and  Redemption,  it  is  an  imperative  duty  that  the  accumulated 
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dollars  which  the  public  refuses  to  purchase  should  eventually 
be  reduced  to  bullion  and  sold  at  the  discretion  of  the  Secre- 
tary. After  the  other  reforms  provided  in  the  scheme  of 
the  Commission  have  been  accomplished,  then  it  may  be  time  to 
take  up  this  matter  and  reduce  the  large  amount  of  our  token 
silver  dollars  to  a  sum  which  will  never,  even  in  the  hour  of 
stress,  give  the  slightest  ground  for  uneasiness  to  the  Treasury. 
This,  when  carried  out,  it  should  be  carefully  noticed,  would  not 
imply  contraction  of  the  circulation.  It  would  mean  that  the 
largest  quantity  of  silver  dollars  would  be  out  which  could  be 
safely  used  and  yet  maintained  at  par  with  gold.  If  the  with- 
drawal of  silver  caused  any  real  vacuum  in  the  circulation, 
as  indicated  by  business  needs,  then  it  would  be  promptly  filled 
with  gold,  and  token  coinage  would  be  replaced  by  a  coinage 
always  equal  to  its  face  value.  How  this  vacuum  would  be  filled 
is  shown  in  the  discussion  of  the  Movement  of  Gold. 

S3-  If  it  should  be  thought  by  objectors  to  the  plan  of  the 
Commission  that  the  requirement  of  redemption  in  gold  of  silver 
dollars,  would  create  a  new  ''endless  chain,"  by  which  silver 
dollars  could  be  used  to  deplete  the  gold  reserve,  just  as  has 
been  done  by  the  greenbacks,  attention  should  be  called  to  the 
accompanying  provision  advocated  by  the  Commission,  which 
permits  the  Secretary  to  reissue  redeemed  silver  dollars  only  in 
exchange  for  gold  coin  (or  United  States  notes  redeemable  in 
gold).  This  rule  would  prevent  any  possibility  of  silver  dollars 
reappearing  from  the  Treasury  to  be  again  presented  for  redemp- 
tion, except  after  having  left  gold  in  their  place. 

54*  The  Treasury  notes  of  1890,  it  will  be  observed,  are  not 
treated  by  the  Commission  as  a  part  of  the  silver  circulation ; 
they  are  included  with  the  United  States  notes  (greenbacks)  in 
the  measures  for  withdrawal  of  legal  tender  government  paper 
money.  For  these  notes,  separate  reserves  and  provisions  as  to 
redemption  are  established.  This  being  the  case,  the  silver  bul- 
lion now  behind  the  Treasury  notes  of  1890  should  be  used  to 
strengthen  the  funds  in  the  Division  of  Issue  and  Redemption, 
for  the  maintenance  of  the  silver  currency  at  par,  and  for  the  retire- 
ment of  the  demand  obligations  all  of  which  draw  on  a  common 
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fund.  In  brief,  this  asset  in  silver  bullion,  which  it  is  forbidden 
to  coin  into  more  dollars,  would  be  dead  unless  it  can  be  gradu- 
ally sold  and  turned  into  gold.  Sufficient  reasons  have  been 
given  why  it  should  not  be  coined  into  more  silver  dollars; 
hence,  there  is  no  other  disposition  of  it  possible  except  to 
sell  it,  gradually  and  with  discretion,  for  what  it  will  bring  in 
gold. 


LEGAL  TENDER. 

55.  The  essential  idea  of  "legal  tender"  is  that  quality  given 
to  money  by  law  which  obliges  the  creditor  to  receive  it  in  full 
satisfaction  of  a  past  debt  when  expressed  in  general  terms  of 
the  money  of  a  country.  A  debt  is  a  sum  of  money  due  by 
contract,  express  or  implied.  When  our  laws,  for  instance, 
declare  that  United  States  notes  are  legal  tender — and  this  is 
the  only  complete  designation  of  a  legal-tender  money —  for  **  all 
debts  public  and  private,"  it  must  be  understood  that  this  pro- 
vision does  not  cover  any  Operations  not  arising  from  contract. 
Current  buying  and  selling  do  not  make  a  situation  calling  for 
leg^I  tender ;  a  purchaser  cannot  compel  the  delivery  of  goods 
over  a  counter  by  offering  legal  tender  money  for  them,  because, 
as  yet,  no  debt  has  been  created.' 

Contracts  made  in  general  terms  of  the  money  units  of  the 
country  must  necessarily  often  be  interpreted  by  the  courts.  The 
existence  of  contracts  calling  for  a  given  sum  of  dollars  and  the 
necessity  of  adjudicating  and  enforcing  such  contracts,  require 
that  there  should  be  an  accurate  legal  interpretation  of  what 
a  dollar  is.  As  everyone  knows,  the  name,  or  unit  of  account,  is 
affixed  to  a  given  number  of  grains  of  a  specified  fineness  of  a 
certain  metal.  This  being  the  standard,  and  this  having  been 
chosen  by  the  concurring  habits  of  the  business  world,  it  is  fit 
that  the  law  should  designate  that,  when  only  dollars  are  men- 
tioned in  a  contract,,  it  should  be  satisfied  only  by  the  payment 
of  that  which  is  the  standard  money  of  the  community. 

'  "A  contract  payable  in  money  generally  is,  undoubtedly,  payable  in  any  kind  of 
money  BEUUkr  by  law  legal  tender,  at  the  option  of  the  debtor  at  the  time  of  payment. 
He  eoftCncts  simply  to  pay  so  much  money,  and  creates  a  debt  pure  and  simple  ;  and 
by  paying  what  the  law  says  is  money  his  contract  is  perfoimed.  But,  if  he  agrees  to 
pay  in  gold  coin,  it  is  not  an  agreement  to  pay  money  simply,  but  to  pay  or  deliver  a 
specific  kind  of  money,  and  nothing  else ;  and  the  payment  in  any  other  is  not  a  ful- 
fillment  of  the  contract  according  to  its  terms  or  the  intention  of  the  parties."  25  Calif, 
564,  Carpenter  v/.  Atherton. 
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56.  Since  prices  and  contracts  are  expressed  in  terms  of  the 
standard  article,  it  is  clear  that  the  legal-tender  quality  should 
not  be  equally  affixed  to  different  articles  having  different  values, 
but  called  by  the  same  name.  This  method  would  be  sure  to 
bring  confusion,  uncertainty,  and  injustice  into  trade  and  industry. 
No  one  who  had  made  a  contract  would  know  in  what  he  was 
to  be  paid.  The  legal-tender  quality,  then,  should  be  confined 
to  that  which  is  the  sole  standard.  And  it  is  also  obvious  that 
when  a  standard  is  satisfactorily  determined  upon,  and  when 
various  effective  media  of  exchange,  like  bank  notes,  checks,  or 
bills  of  exchange,  have  sprung  up,  the  legal-tender  quality 
should  not  be  given  to  these  instruments  of  convenience.  They 
are  themselves  expressed  in,  and  are  resolvable  into,  the  standard 
metal ;  so  the  power  to  satisfy  debts  should  be  given  not  to  the 
shadow,  but  to  the  substance,  not  to  the  devices  drawn  in  terms 
of  the  standard,  but  only  to  the  standard  itself,  even  though,  as 
a  matter  of  fact,  nine  tenths  of  the  debts  and   contracts  are 

• 

actually  settled  by  means  of  these  devices.  So  long  as  these 
instruments  are  convertible  into,  and  thus  made  fully  equal  to, 
the  standard  in  terms  of  which  they  are  drawn,  they  will  be  used 
by  the  business  community  for  the  settlement  of  debts  without 
being  made  a  legal  tender.  And  whenever  they  are  worth  less 
than  the  standard  they  certainly  should  not  be  made  a  legal 
tender,  because  of  the  injustice  which  in  such  a  case  they  would 
work. 

Having  shown  that  the  legal-tender  quality  is  only  a  neces- 
sary legal  complement  of  the  choice  of  a  standard,  it  will  not 
be  difficult  to  see  that  the  state  properly  chooses  an  article  fit 
to  have  the  legal-tender  attribute  for  exactly  the  reasons  that 
governed  the  selection  of  the  same  article  as  a  standard.  The 
whole  history  of  money  shows  that  the  standard  article  was  the 
one  which  had  utility  to  the  community  using  it.  As  the  evolu- 
tion of  the  money  commodity  went  on  from  cattle  to  silver  and 
gold,  so  the  legal-tender  provisions  naturally  followed  this  course. 

57.  A  state  may  select  a  valueless  commodity  as  a  standard, 
but  that  will  not  make  it  of  value  to  those  who  would  already 
give  nothing  for  it ;  and  so,  it  may  give  the  legal-tender  quality 
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to  a  thing  which  has  become  valueless,  but  that  will  not  of  itself 
insure  the  maintenance  of  its  former  value.  This  proposition  may, 
at  first,  appear  to  be  opposed  to  a  widely -spread  belief;  but  its 
soundness  can  be  fully  supported.  It  should  be  learned  that 
a  commodity,  or  a  standard,  holds  its  value  for  reasons  quite 
independent  of  the  fact  that  it  is  given  legal  recognition.  It  has 
happened  that  legal  recognition  has  been  given  to  it  because  it 
possessed  qualities  that  gave  it  value  to  the  commercial  world, 
and  not  that  it  came  to  have  these  qualities  and  this  value 
because  it  was  made  a  legal  tender. 

A  good  illustration  of  this  truth  is  to  be  found  in  interna- 
tional trade.  Money  which  is  not  dependent  on  artificial  influ- 
ences for  its  value,  and  which  is  not  redeemable  in  something 
else,  is  good  the  world  over  at  its  actual  commercial  value,  not 
at  its  value  as  fixed  by  any  legal-tender  laws.  It  is  not  the 
legal-tender  stamp  that  gives  a  coin  its  value  in  international 
payments.  A  sovereign,  an  eagle,  a  napoleon,  is  constantly 
given  and  received  in  international  trade  not  because  of  the 
stamp  it  bears,  but  because  of  the  number  of  grains  of  a  given 
fineness  of  gold  which  it  contains — the  value  of  which  is  deter- 
mined in  the  markets  of  the  world.  And  an  enormous  trade 
among  the  great  commercial  countries  goes  on  easily  and 
effectively  without  regard  to  the  legal-tender  laws  of  the  partic- 
ular country  whose  coins  are  used. 

By  imposing  the  attribute  of  legal  tender,  however,  upon  a 
given  metal  or  money,  it  may  be  believed  that  thereby  a  new 
demand  is  created  for  that  metal,  and  that  its  value  is  thus  con- 
trolled. And  in  theory  there  is  some  basis  for  this  belief.  It 
is,  of  course,  true  that,  in  so  far  as  giving  to  money  a  legal- 
tender  power  creates  a  new  demand  for  it  (which  without  that 
power  would  not  have  existed)  an  effect  upon  its  value  can 
be  produced.  But  this  effect  is  undoubtedly  much  less  than 
is  usually  supposed.  It  must  be  remembered  that  the  value  of 
gold,  for  instance,  is  affected  by  world  influences ;  that  its  value 
is  determined  by  the  demand  of  the  whole  world  as  compared 
with  the  whole  existing  supply  in  the  world.  In  order  to  affect 
the  value  of  gold  in  any  one  country,  a  demand  created  by  a 
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legal-tender  enactment  must  be  sufficient  to  affect  the  world- 
value  of  gold.  Evidently  the  effect  will  be  only  in  the  propor- 
tion that  the  new  demand  bears  to  the  whole  stock  in  the  world, 
It  is  like  the  addition  of  a  barrel  of  water  to  a  pond  ;  theoret- 
ically the  surface  level  is  raised,  but  not  to  any  appreciable 
extent. 

58.  It  may  now  be  permissible  to  examine  into  the  extent 
to  which  a  demand  is  created  by  legal-tender  laws.  If  the  arti- 
cle endowed  with  a  legal-tender  power  is  already  used  as  the 
standard  and  as  a  medium  of  exchange,  it  is  given  no  value 
which  it  did  not  have  before.  The  customs  and  business  habits 
of  a  country  alone  determine  how  much  of  the  standard  coin 
will  be  carried  about  and  used  in  hand-to-hand  purchases,  and 
how  much  of  the  business  will  be  performed  by  other  media  of 
exchange,  such  as  checks  or  drafts.  The  decision  of  a  country 
to  adopt  gold — when  it  had  only  paper  before,  as  was  the  case 
in  Italy  —  would  create  a  demand  for  gold  to  an  extent  deter- 
mined by  the  monetary  habits  of  that  country ;  and  this  demand 
has  an  effect,  as  was  said,  only  in  the  proportion  of  this  amount 
to  the  total  supply  in  the  world.  This  operation  arises  from 
choosing  gold  as  the  standard  of  prices  and  as  the  medium  of 
exchange.  To  give  this  standard  a  legal-tender  power  in  addi- 
tion does  not  increase  the  demand  for  it,  because  the  stamp  on 
the  coin  does  not  in  any  way  alter  the  existing  habits  of  the 
community  as  to  the  quantity  of  money  it  will  use. 

But  in  case  an  equal  power  to  pay  debts  is  given  to  fixed 
quantities  of  two  metals,  while  each  quantity  so  fixed  has  a 
different  metallic  value  but  the  same  denomination  in  the  coin- 
age, Gresham's  law  is  set  in  operation  with  the  result  that  the 
cheaper  metal  becomes  the  standard.  After  this  change  has 
been  accomplished,  the  legal  tender  has  no  value-giving  force. 
When  the  cheaper  metal  has  become  the  standard,  its  legal 
tender  quality  does  not  raise  the  value  of  the  coin  beyond  the 
value  of  its  content.  This  cheaper  standard,  in  international 
trade,  would  be  worth  no  more  in  the  purchase  of  goods  because 
't  bore  the  stamp  of  any  one  country.  Prices  must  necessarily 
be  adjusted   between    the   relative  values   of   goods   and   the 
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Standard  with  which  they  are  compared.  If  the  standard  is 
cheaper,  prices  will  be  higher,  irrespective  of  legal-tender  acts. 
Where  two  metals  are  concerned,  then,  the  only  effect  of  a 
legal-tender  clause  is  an  injurious  one,  in  that  the  metal  which 
is  overvalued  drives  out  that  which  is  undervalued. 

The  example  of  an  inconvertible  paper,  such  as  our  United 
States  notes  (greenbacks)  in  1862-1879,  is  still  more  conclusive. 
Although  a  full  legal  tender  for  all  debts  public  and  private, 
their  value  steadily  sank  until  they  were  at  one  time  worth  only 
35  cents  in  gold.  In  California,  moreover,  these  notes,  although 
legal-tender,  were  even  kept  out  of  circulation  by  public  opinion. 
In  short,  the  value  of  inconvertible  paper  can  be  but  slightly 
affected  by  legal-tender  powers.  Its  value  is  more  directly  gov- 
erned, as  in  the  case  of  token  coins,  by  the  probabilities  of 
redemption.  As  bearing  on  the  point  that  the  value  of  the 
paper  was  more  influenced  by  the  chances  of  redemption  than 
by  legal-tender  laws,  we  may  cite  the  sudden  fluctuations  in  the 
value  of  our  United  States  notes  during  the  Civil  War.  With  no 
change  in  the  legal-tender  quality  and  no  change  in  the  indebted- 
ness which  might  be  paid  with  such  notes,  their  value  frequently 
rose  or  fell  many  per  cent  in  a  single  day  owing  to  reports  of 
Federal  successes  or  defeats  in  battle,  which  had  a  tendency  to 
affect  one  way  or  the  other  the  public  estimate  of  the  probabili- 
ties of  an  early  resumption  of  specie  payments.  The  fact  that 
they  were  legal-tender  evidently  had  no  effect  whatever  in 
maintaining  their  value. 

In  view  of  the  evident  fact  that  legal-tender  acts  do  not 
preserve  the  value  of  money,  it  is  clear  that  the  demand  created 
by  such  legislation  must  be  insignificant.  And  this  must  be  so 
in  principle  as  well  as  in  fact. 

59.  There  is  but  one  thing  which  the  legal-tender  quality 
enables  money  to  do  which  it  could  not  equally  well  do  without 
being  a  legal  tender ;  that  is,  to  pay  past  debts.  An  examination, 
however,  shows  that  this  use  of  money  is  very  small  compared  with 
its  other  uses.  The  amount  of  past  debts  coming  due  and  which 
might  be  paid  in  any  year,  month  or  day  is  insignificant  when 
compared  with  the  total  transactions  of  that  year,  month  or  day 
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— SO  very  small  as  to  lose  all  measurable  value-giving  power. 
In  other  words,  the  one  thing  which  legal-tender  money  can 
surely  do  in  spite  of  the  habits,  wishes  or  prejudices  of  the  busi- 
ness community  in  which  it  exists,  namely,  cancel  past  debts,  is 
infinitesimally  small  when  compared  with  those  other  things 
which  man  wishes  money  to  do  for  him.  It  is  for  this  reason 
that  it  ceases  to  give  value,  and  this  is  why  history  has  shown 
so  many  instances  where  money  endowed  with  legal-tender 
power  has  become  utterly  valueless.  The  legal-tender  money  is 
no  longer  money  if  it  will  not  secure  for  man  the  things  which 
are  most  important  for  his  welfare,  if  it  will  not  buy  food,  clothes 
and  shelter ;  for  it  performs  none  of  the  functions  of  money 
except  the  subsidiary  one  of  canceling  past  debts. 

Moreover,  the  obligatory  uses  of  legal-tender  money  are 
in  fact  very  inconsiderable.  A  law  requiring  a  past  debt  to  be 
satisfied  with  money  of  a  certain  kind  has  for  its  essence  only 
the  payment  of  something  of  a  definite  value,  or  its  equivalent ; 
in  practice,  it  does  not  even  bring  about  the  actual  use  of  a 
legal  money,  since  the  monetary  habits  of  the  community  will 
not  necessarily  require  the  debt  to  be  paid  in  such  money. 
Take  the  extreme  case  of  a  judgment  by  a  court  against  a 
defendant  for  fulfillment  of  a  contract ;  in  such  an  example,  of 
all  others,  it  would  be  supposed  that  legal  money  would  be 
exacted.  But  even  here,  the  judgment  would  most  probably  be 
satisfied  by  the  attorney's  check,  or  at  most  by  a  certified  check. 
If  such  media  of  exchange  are  of  common  usage  in  the  com- 
munity they  will  be  resorted  to  in  practice  even  for  legal-tender 
payments. 

The  necessity  of  paying  that  which  would  be  mutually  satis- 
factory to  payer  and  payee  also  makes  clear  why  the  existence 
of  a  legal-tender  money  does  not  necessarily  cause  its  actual  use 
in  payments.  The  business  habits  of  the  community  are  stronger 
than  legislative  powers.  Business  men  will  not  as  a  rule  take 
advantage  of  a  legal-tender  act  to  pay  debts  in  a  cheaper  money, 
if  they  look  forward  to  remaining  in  business.  For,  if,  by  taking 
advantage  of  legal  devices,  they  defraud  the  creditor,  they  cannot 
expect  credit  again  from  the  same  source  ;  and  since  loans  are 
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a  necessity  of  legitimate  modern  trade  such  action  would  ruin 
their  credit  and  cut  them  off  from  business  activity  in  the  future. 
Gold  was  not  driven  out  of  circulation  by  paper  money  during 
the  years  1862- 1879  in  California,  because  the  sentiment  of  the 
business  public  was  against  the  use  of  our  depreciated  green- 
back currency;  and  a  discrimination  was  made  against  mer- 
chants who  resorted  to  the  use  of  paper. 

6o.  Explanation  has  been  given  of  the  principles  according 
to  which  legal-tender  laws  should  be  applied,  if  at  all.  It  is  not 
wholly  clear  that  there  is  any  reason  for  their  existence.  It 
may  now  be  well  to  indicate  briefly  the  origin  of  legal-tender 
provisions.  It  can  scarcely  be  doubted  that  their  use  arose 
from  the  desire  of  defaulting  monarchs  to  ease  their  indebted- 
ness by  forcing  upon  creditors  a  debased  coinage.  Having 
possession  of  the  mints,  the  right  of  coinage  vesting  in  the  lord, 
the  rulers  of  previous  centuries  have  covered  the  pages  of  history 
with  the  records  of  successive  debasements  of  the  money  of 
account.  The  legal-tender  enactment  was  the  instrument  by  which 
the  full  payment  of  debts  was  evaded.  There  would  have  been 
no  reason  for  debasing  coins,  if  they  could  not  be  forced  upon 
unwilling  creditors.  It  is,  therefore,  strange  indeed  that,  in 
imitation  of  the  monarchical  morals  of  a  past  day,  republican 
countries  should  have  thought  it  a  wise  policy  to  clothe  depre- 
ciated money  with  a  nominal  value  for  paying  debts.  Although 
the  people  are  now  sovereign^  they  should  not  embrace  the 
vices  of  mediaeval  sovereignty  for  their  own  dishonest  gain  in 
scaling  debts. 


THE  UNITED  STATES'  SILVER  EXPERIMENT. 

6i.  By  the  coinage  revision  act  of  February  12,  1873,  the 
silver  dollar  of  412^  grains  of  standard  silver  was  dropped 
from  the  list  of  coins  to  be  executed  at  the  mints.'  Little 
attention  was  then  given  to  this  fact  for  two  reasons.  The  first 
was  that,  at  the  time,  neither  gold  nor  silver  was  in  use  as  money 
in  the  United  States — where  for  more  than  a  decade  depreciation 
of  the  paper  currency  had  driven  specie  out  of  circulation.  The 
second  reason  was  even  more  important.  For  forty  years  the 
silver  dollar  had  been  at  a  premium  as  compared  with  gold,  and 

<The  coinage  act  of  1873  provided  for  the  coinage  of  a  "trade  dollar"  of  420 
grains  of  standard  silver.  This  was  never  intended  for  circulation  in  the  United 
States,  but  was  designed  for  use  in  the  trade  with  China  and  the  East.  The  coin  was 
really  intended  to  be  only  an  ingot  of  a  particular  weight  and  fineness  to  compete  with 
the  Mexican  dollar  in  the  Eastern  trade.  The  cost  of  coinage  was  borne  by  the  per- 
son bringing  the  bullion  to  the  mints  for  coinage.  It  appears,  however,  that  uninten- 
tionally the  trade  dollar  was  made  a  legal  tender  to  the  amount  of  five  dollars  equally 
with  subsidiary  coins.  By  1876  silver  had  fallen  in  value  to  such  an  extent  that  the 
420  grains  in  the  trade  dollar  were  worth  less  than  $1.00  in  gold.  It  thus  came  about 
that  on  the  Pacific  coast,  where  coin  was  in  circulation,  there  was  a  profit  in  putting 
these  trade  dollars  into  circulation,  and  considerable  amounts  of  them  were  so  used. 
This  called  attention  to  their  status,  and  the  legal  tender  quality  which  they  had  pos- 
sessed was  taken  away  by  the  act  of  July  22,  1876. 

In  the  Eastern  states,  where  the  currency  was  a  depreciated  paper,  it  was  not 
until  1877  that  the  trade  dollar  became  worth  less  than  $1.00  in  currency.  When  this 
occurred,  however,  large  numbers  of  trade  dollars  appeared  in  circulation  throughout 
the  East  —  whereupon  their  further  coinage  was  discontinued  by  order  of  the  Secre- 
tary of  the  Treasury. 

Before  this,  however,  $35t959i36o  had  been  coined,  and  although  most  of  them 
had  been  exported,  considerable  numbers  were  scattered  over  the  country.  Congress 
by  the  act  of  March  3,  1887,  which  became  a  law  without  President  Cleveland's  sig- 
nature, provided  for  the  redemption  at  par  of  all  those  presented  within  six  months. 
Speculators  had  reimported  some  of  them  from  China  in  the  expectation  that  this 
would  be  done,  and  with  those  gathered  up  throughout  this  country,  $7,689,036  were 
presented  and  redeemed. 

These  have  since  been  melted  and  converted  into  subsidiary  silver  coin  and 
into  standard  silver  dollars.  In  the  coinage  of  standard  silver  dollars,  4,365,631.12 
ounces  of  trade  dollar  bullion,  costing  the  United  States  $5,020,361.61,  were  used — 
being  coined  into  $5,078,472. 
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even  before  the  legal-tender  paper  had  displaced  both  metals, 
the  silver  dollar  had  long  been  too  valuable  to  circulate  as 
money.  In  the  entire  8i  years  since  the  establishment  of  the 
mint,  only  8,031,238  silver  dollars  had  been  coined — and  most 
of  these  for  use  by  jewelers  or  for  exportation.  People  had 
long  since  ceased  to  use  in  the  payment  of  debt^  silver  dollars 
worth  ti.03  to  $1.05  in  gold,  and  much  more  in  currency. 

A  few  years  later,  however,  when  those  who  had  opposed 
the  resumption  of  specie  payments,  and  had  favored  the  con- 
tinuance of  the  legal-tender  paper  upon  a  depreciated  basis, 
found  themselves  temporarily  vanquished,  the  fall  in  the  price 
of  silver  by  1876  appeared  to  open  another  way  to  a  cheaper 
dollar.  The  forces  of  paper  money  inflation  joined  those  of 
"the  friends  of  silver,"  and  under  the  guise  of  reestablishing  a 
coinage  system  which  had  long  existed,  renewed  the  fight  for 
cheap  money.  In  1876  the  current  had  turned  strongly  in  this 
direction.  Numerous  bills  for  the  free  coinage  of  silver  were 
introduced  into  Congress  and  discussed. 

A  bill  providing  for  the  free  coinage  of  the  old  silver 
dollar  of  4123^  grains  of  standard  silver  (371)^  grains  of  fine 
silver)  was  passed  by  the  House  of  Representatives,  December 
13,  1876,  by  a  vote  of  167  to  53,  but  was  not  acted  upon  by  the 
Senate.  A  similar  measure  introduced  by  Mr.  Bland  of  Mis- 
souri was  again  passed  by  the  House  on  November  5,  1877,  by 
a  vote  of  163  to  34.  In  the  Senate  the  bill  was  reported  from 
the  Committee  on  Finance  by  Senator  Allison  with  important 
amendments,  the  chief  of  which  was  the  abandonment  of  the 
free  coinage  provision,  and  the  substitution  therefor  of  a  section 
requiring  the  Secretary  of  the  Treasury  to  purchase  and  coin 
each  month  not  less  than  $2,000,000  and  not  more  than  $4,000,- 
000  worth  of  silver  bullion.  The  standard  silver  dollars  coined 
therefrom  were  to  be  full  legal  tender  for  all  debts  public  and 
private,  "except  where  otherwise  expressly  stipulated  in  the 
contract."  Certificates  of  denominations  not  less  than  %\o 
were  authorized  to  be  issued  against  deposits  of  the  coined  dol- 
lars. The  act  passed  the  Senate  on  February  15,  1878,  by  a 
vote  of  48  to  2 1 ,  and  though  unsatisfactory  to  the  silver  men  in 
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the  House,  was  accepted  by  them  as  the  best  they  could  hope 
to  get  at  that  time.  The  measure  was  returned  by  President 
Hayes  on  February  28  with  a  veto  message  expressing  his 
objections.  On  the  same  day  the  House  passed  it  over  his  veto 
by  a  vote  of  196  to  73,  and  the  Senate  by  a  vote  of  46  to  19. 

62*  Under  this  act  the  purchase  of  silver  bullion  and  the 
coinage  of  silver  dollars  were  at  once  resumed,  the  amount  of 
silver  actually  purchased  being  kept  by  each  Secretary  of  the 
Treasury  practically  at  the  minimum,  {2,000,000,  per  month. 
The  following  table  shows  the  purchases  of  silver  under  this  act 
in  each  fiscal  year  and  the  coinage  of  standard  silver  dollars 
therefrom : 

AMOUNT,  COST,  AND  AVERAGE  PRICE  OF  SILVER  PURCHASED  UNDER 
THE  ACT  OF  FEBRUARY  28,  1 8/8,  AND  COINAGE  OF  SILVER 
DOLLARS   THEREFROM. 


Fiscal  yean 

Fine  ounces 

Cost 

Average  price 
per  iioe  ounce 

Coinage  of  Sil- 
ver dollars^ 

1878 

10,809,350.58 
19,248,086.09 
22,057,862.64 
19,709,227.11 
21,190,200.87 
22,889,241.24 
21,922,951.52 
21,791,171.61 
22,690,652.94 
26,490,008.04 
25,386,125.32 
26,468,861.03 
27,820,900.05 

2.797»379-52 

$13,023,268.96 

21,593,642.99 
25,235,081.53 

22,327,874.75 
24,054,480.47 

25,577,327.58 

24,378,383-91 
23,747,460.25 

23,448,960.01 
25,988,620.46 
24.237,553-20 
24,717,853.81 
26,899,326.33 
3,049,426.46 

$1.2048 
I.I218 
1. 1440 
1. 1328 

I.1351 
I.II74 
I.II20 

1.0897 

10334 

.9810 

•9547 

•9338 

.9668 

1.090 1 

$  8,573.500 
27,227,500 
27.933.750 
27.637,95s 
27.772.075 
28,111,119 

28,099.930 
28,528,552 
29,838,905 
33.266,831 
32,718,673 
33,793,860 
35,923,816 

8,740,327 

SV/V.a    ••    ...•     ....     •    . 

1879 

1880 

I88I 

1882 

1883 

1884 

a  w«f  ......    ....    .... 

1885 

1886 

1887 

1888 

1889 

m.-^-^^    .............. 

1800 

I89I 

"*'3r"".  .....••.    .... 

Total 

291,272,018.56 

15308,279,260.71 

$1.0583 

$378,166,793 

In  spite  of  the   steady  purchases   of  silver  by  the   United 
States,  which  took  from  the  market  every  year  more  than  250 

'"At  the  date  of  the  passage  of  the  act  of  February  28,  1878,  there  was  some 
three  million  ounces  of  silver  bullion  on  hand  that  had  been  purchased  to  provide  a 
Bullion  Fund,  as  required  by  Section  3545  of  the  Revised  Statutes.  There  was  also  a 
balance  of  bullion  purchased  under  the  act  of  January  14,  1875  (The  Resumption 
Act),  for  the  subsidiary  silver  coinage.  A  part  of  this  bullion  was  used  in  the  manu " 
facture  of  silver  dollars,  which  will  account  for  the  number  coined  in  excess  of  wha 
the  quantity  of  silver  bought  under  the  act  of  February  28,  1878,  would  produce." — 
Letter  of  Director  of  the  Mint,  February  8,  1898. 
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times  the  average  annual  coinage  of  silver  by  the  United  States 
mints  in  the  eighty  years  before  1873,  the  price  of  silver  con- 
tinued to  fall.  The  bullion  value  of  the  silver  dollar,  which  was 
about  90  cents  when  the  act  was  passed,  fell  to  88  cents  in  1881, 
to  82.3  cents  in  1885,  and  to  72.3  cents  in  1889. 

63*  It  was  soon  found  that  there  was  no  demand  for  more 
than  30,000,000  or  35,000,000  of  silver  dollar  pieces  in  circula- 
tion as  coins.  But  the  provision  for  the  issue  of  certificates 
made  it  possible  for  some  time  to  force  this  stream  of  silver 
into  the  channels  of  circulation  without  serious  difficulty, 
because,  owing  to  the  price  of  bonds,  the  national  bank  circula- 
tion began  about  this  time  to  contract. 

The  banks,  however,  were  not  partial  to  the  new  currency, 
and  objected  to  the  use  of  silver  or  silver  certificates  in  their 
clearing-house  transactions;  and  though  legislation  in  1882 
made  it  impossible  for  the  banks  thereafter  to  formally  refuse 
to  accept  the  silver  or  certificates  for  clearing-house  balances,  as 
a  matter  of  fact  in  the  larger  clearing  houses  silver  has  not  been 
used.  Nor  have  the  banks  cared  to  carry  any  large  proportion 
of  their  reserves  in  silver  or  silver  certificates. 

As  the  first  certificates  were  not  issued  in  denominations 
below  {10,  the  Treasury  soon  found  it  difficult  to  force  into  the 
channels  of  circulation  paper  representing  the  $2,000,000  or 
{2,500,000  which  were  being  coined  each  month.  Conse- 
quently, an  embarrassing  amount  of  silver  and  paper  represent- 
ing it  began  to  accumulate  in  the  Treasury  in  spite  of  the 
most  persistent  efforts  to  force  it  out,  involving  the  payment  of 
express  charges  on  vast  sums  in  the  years  1882-1886.'  In  1885 
the  Treasury  inaugurated  the  policy  of  retiring  the  %i  and  %2 
United  States  notes  in  order  to  make  a  vacuum  in  the  circula- 
tion to  be  filled  by  silver  dollars.  During  the  fiscal  year  1886, 
the  amount  of  United  States  notes  oi%\  and  %2  outstanding  was 

'  In  this  effort  to  force  the  silver  dollar  into  circulation  considerable  expense  has 
been  incurred.  An  appropriation  act  of  August  7,  1882,  directed  that  the  Secretary 
of  the  Treasury  should  transport,  free  of  cost,  silver  coin  when  requested  to  do  so  by 
an  applicant  depositing  an  equal  amount  of  coin  or  currency.  Similar  provisions 
have  been  contained  in  subsequent  appropriation  laws.  Under  this  legislation  the 
cost  of  transportation,  down  to  the  end  of  the  fiscal  year  1897,  was  $1,064,106. 
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reduced  by  f  14,439,000.  In  the  same  period  the  silver  dollars  in 
circulation  increased  1 13,998,000.  Meanwhile  the  accumulation 
of  silver  in  the  Treasury  had  grown  from  {39,000,000  in  1884  to 
$64,000,000  in  1885,  and  to  1^93,000,000  in  1886,'  at  which  time 
over  half  of  the  large  available  cash  reserve  in  the  Treasury 
was  in  silver  dollars. 

In  1886,  the  Treasury,  for  its  protection  against  the  threat- 
ening danger  that  it  would  itself  have  to  accept  and  care  for  the 
entire  further  coinage  of  silver  dollars,  secured  the  enactment 
of  legislation^  permitting  the  issue  of  silver  certificates  in  denom- 
inations of  1^1,  {2,  and  f  5.  By  the  use  of  these  certificates  it 
has  since  been  possible  to  keep  in  actual  circulation,  irrespective 
of  the  bank  reserves,  the  larger  part  of  the  silver  coinage.  There 
were  on  November  i,  1897,  ^37^, 838,919  of  silver  certificates 
outside  of  the  Treasury.  Of  these  only  $31,593,302  were  held 
(October  5,  1897)  by  the  national  banks,  leaving  $341,245,617, 
in  circulation  in  other  channels.  From  this  temporary  settle- 
ment in  1886  of  the  vexatious  question  of  the  disposition  of 
the  silver  coinage,  matters  moved  more  smoothly  until  1890. 
As  the  larger  certificates  were  replaced  by  others  of  smaller 
denominations  which  were  more  easily  absorbed  into  circula- 
tion, less  silver  dollars  and  certificates  were  forced  on  the  gov- 
ernment through  payment  for  customs,  and  the  troublesome 
accumulation  in  the  Treasury  melted  away. 

64.  In  1890,  however,  the  silver  advocates  saw  an  oppor- 
tunity to  go  further,  and  the  result  was  the  act  of  July  14,  1890, 
commonly  known  as  ''  the  Sherman  Act.*'  This  directed  the 
Secretary  of  the  Treasury  to  purchase  monthly  4,500,000  ounces 
of  silver  bullion,  to  be  paid  for  in  Treasury  notes  redeemable 
in  coin.  Until  July  i,  1891,  2,000,000  ounces  per  month  were  to 
be  coined  into  standard  silver  dollars ;  after  that  date,  only  so 
much  '*  as  may  be  necessary  to  provide  for  the  redemption  of  the 
Treasury  notes"  was  to  be  coined.  Under  this  act  the  amount 
of  silver  bullion  purchased,  the  cost  of  the  same,  and  the 
amount  of  silver  dollars  coined  therefrom,  are  shown  in  the  fol- 
lowing table : 

*  See  Appendix,  I.  *  Act  of  August  4»  1886 ;  see  ipyii  iidix,  I. 
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PURCHASES    OF  SILVER    BULLION   UNDER  THE  ACT  OF  JULY  1 4,   I89O. 


Fiscal  year,  July  i 


189I 
1892 

1893 
1894 


Amount  of  silver  pur- 
chased— Fine  ounces 


48,393.113-05 
54,355.748.10 
54,008,162.60 
11,917,658.78 


168,674.682.53 


Cost 


%  50,577.498.44 
51,106,607.96 

45,531,374.53 
8,715,521.32 


3155.931,002.25 


Av.  price  per 
fine  ounce 


$1.0451 
.9402 

.8430 
.7312 


$0.9244 


TREASURY  NOTES  OF  I89O  ISSUED  IN  PAYMENT  FOR  SILVER  PUR- 
CHASED, COINAGE  OF  SILVER  DOLLARS  FROM  BULLION  PUR- 
CHASED UNDER  ACT  OF  I89O,  AND  AMOUNT  OF  TREASURY  NOTES 
CANCELED  AND  RETIRED. 


riacal  yenr,  July  i 

Treasury  notes 
issued 

Silver  dollars 

coined  from 

bullion  of  Act 

of  1890 

Amount  of  Treas- 
ury notes  re- 
deemed in  silver 
and  canceled 

Amount  of  Treas- 
ury notes 

outstanding 

1891 

350,577,498 
51,106,608 

45,53'.375 
8,715,521 

$27,292,475 

3.450,995 
5.343.715 
758 
3.956,011 
7,500,822 
21,203,701 
3,824.380 

$  50,228,417 
101,712,071 
147,190,227 
152,584,417 
146,088,400 
129.683.280 
114.867,280 
106.348.280 

1802 

1891 

"^y  J  ............... 

1894 

1895 

$3,346,585 
6,496,017 

16,405,120 

14,816,000 

8,519,000 

•^'"J  ....... •• 

1806 

■  »'y*' .....  ....  ..  .... 

1897 

1808* 

*wyu         ......    ..«.    .... 

Total 

$155,931,002 

$72,572,857 

$49,582,922 

65.  The  notes  issued  under  this  act  were  made  by  law 
redeemable  in  coin  at  the  Treasury  or  at  any  sub-treasury  by 
the  Secretary — **  in  gold  or  silver  coin,  at  his  discretion."  To 
this  was  added  the  further  proviso :  **  It  being  the  established 
policy  of  the  United  States  to  maintain  the  two  metals  on  a 
parity  with  each  other  upon  the  present  legal  ratio,  or  such  other 
ratio  as  may  be  provided  by  law.'* 

This  imposed  upon  the  Secretary  the  legal  duty  of  maintain- 
ing all  the  silver  currency  of  the  United  States  on  a  parity  with 
gold.     Under  it  each  Secretary  of  the  Treasury  has  pursued  the 

*  First  six  months  only,  Irom  July  1,  to  December  31,  1897. 
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policy  of  refusing  to  discriminate  against  coins  of  either  metal. 
When  the  holder  of  any  coin  obligation  of  the  government — 
whether  United  States  note,  Treasury  note,  or  draft  on  the 
Treasury — has  preferred  silver,  he  has  been  given  it ;  and  where, 
on  the  other  hand,  he  has  preferred  gold,  the  Treasury  Depart- 
ment has  not  refused  to  furnish  it.  It  has  said  distinctly,  in 
substance :  "  We  regard  the  silver  as  equal  in  every  way  to 
gold,  and  hence  have  no  reason  for  keeping  one  rather  than 
the  other."  These  Treasury  notes  have,  therefore,  come  to 
1  occupy  practically  the  same  position  as  the  United  States 
inotes.  In  consequence,  being  regarded  as  gold  obligations, 
they  have  not  been  so  objectionable  as  the  silver  certificates, 
and  large  amounts  have  been  used  by  the  banks. 

This  increase  of  the  silver  purchases,  however,  did  not  tend  to 
restore  confidence  in  the  integrity  of  our  standard.  The  addi- 
tion of  some  f  50,000,000  annually  to  the  government  credit  cur- 
rency, with  no  further  security  behind  it  than  was  provided  by  a 
mass  of  rapidiv  depreciating  silver  bullion,  had  cast  a  doubt 
upon  the  ability  of  the  government  permanently  to  maintain  gold 
payments.  Gold  payments  for  customs,  which  had  been  very 
general  prior  to  1890,  now  rapidly  fell  off,  and,  except  for  one 
or  two  brief  periods,  have  never  been  resumed.  In  the  place  of 
gold,  the  Treasury  found  itself  obliged  to  receive  silver  certifi- 
cates. United  States  notes,  or  the  new  Treasury  notes. 

66.  By  the  act  of  November  i,  1893,  the  purchasing  clause 
of  the  act  of  July  14,  1890,  was  repealed.  Since  that  date,  the 
coinage  of  the  silver  bullion  has  been  going  on  more  or  less 
steadily  and  some  f  50,000,000  of  the  coin  notes  have  been  paid 
in  silver  dollars  and  canceled  and  retired.  Prior  to  January  i, 
1898,  56,194,139.46  ounces  of  fine  silver  purchased  under  the 
act  of  1890  (which  had  cost  f  54,225,040.90)  had  been  coined 
into  72,572,857  silver  dollars.  The  difference  $18,347,816.10, 
being  the  seigniorage,  has  gone  into  the  Treasury  as  revenue — 
being  accounted  for  as  a  *' miscellaneous  receipt." 

Down  to  July  i,  1897,  ^^^  coinage  of  the  silver  dollar  had 
resulted  in  a  seigniorage  of  $69,887,532.29,  on  account  of  the 
silver  purchased  under  the  act  of  1878,  and  $17,216,322.87  on 
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account  of  that  purchased  under  the  act  of  1890 — a  total  of 
{87ffi03,855.i6.  That  is  to  say,  the  silver  dollars  coined  to 
July  I,  1897,  from  bullion  purchased  under  these  two  acts 
exceed  by  $87,103,855.16  the  cost  of  the  silver  from  which  they 
have  been  coined. 

67.  The  depreciation  of  silver  which  has  taken  place  since 
the  purchase  of  this  bullion  by  the  government  has  resulted  in 
greatly  lessening  the  value  of  the  reserve  behind  the  Treasury 
notes  and  silver  certificates.  On  the  understanding  that  the 
United  States  is  bound  to  make  good  every  dollar  which  it  has 
thus  issued,  the  balance  sheet  at  the  end  of  December  1897, 
appears  as  follows : 


Cost  of  291,372,018  oz. 

fine  silver  purchased 

under  act  of  1878  -$308,279,260 
Cost  of  168,674,682  oz. 

fine  silver  purchased 

under  the  act  of  1 890  1 5  5 ,93 1 ,002 
Cost  of  transportation  -         1,064,106 


$465,274,368 


By  present  market  value 
(at  58  cents  per  fine 
ounce)  of  459,946,700 
oz.  of  silver  pur- 
chased    ... 

By  net  loss  on  trans- 
action to  January  i, 
1898 


$266,769,086 


198,505,282 
$465,274,368 
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68.  One  of  the  most  frequent  and  plausible  objections 
to  the  retirement  of  the  government  legal-tender  notes,  and 
their  replacement  by  a  national  bank  currency,  arises  from  the 
question,  how  would  the  banks  obtain  and  hold  a  metallic 
reserve  ?  It  is  admitted  that  under  any  system,  a  substantial 
cash  reserve  must  be  maintained  by  banks  against  their  deposits. 
Under  the  existing  system,  this  reserve,  which  is  merely  required 
to  be  of  "lawful  money,"  may  be  made  up  of  gold,  of  silver,  or 
of  legal-tender  paper  of  the  United  States,  or  of  all  three  com- 
bined. In  their  reports  to  the  Comptroller  of  the  Currency 
on  December  15,  1897,  the  3607  national  banks  of  the  United 
States  reported  aggregate  cash  reserves  of  $252,163,553  specie 
and  $158,404,875  legal  tenders.  Of  the  specie  thus  held, 
$207,093,145  was  either  gold  coin  or  certificates  of  ownership  of 
gold  coin ;  the  rest  was  chiefly  silver  certificates. 

These  figures  show  that,  although  the  greater  part  of  the 
national  bank  reserves  is  already  in  the  form  of  gold,  neverthe- 
less about' 38  per  cent,  of  that  reserve  consists  of  legal  tenders. 
The  question  has.  therefore,  very  properly  been  raised,  how  are 
the  bank  reserves  to  be  kept  good  if  the  legal  tenders  are  to  be 
gradually  extinguished  ?  If  the  $158,404,875  noted  above,  or 
such  amount  of  legal  tenders  as  may  at  any  time  exist  in  the 
national  bank  reserves,  is  to  be  withdrawn,  it  must  be  replaced 
by  other  "lawful  money,"  and  that  lawful  money  must  apparently 
be  gold.  Whence  then,  it  is  asked,  are  the  banks  to  procure 
this  gold  ?  Can  they  be  sure  of  getting  it  in  the  first  place,  and 
if  they  get  it,  can  they  be  sure  of  retaining  it  ?  What  would  be 
the  situation  of  the  banks  in  the  event  of  a  heavy  and  continuous 
gold  export  movement  ?  Would  not  their  reserve  at  once  dis- 
appear because  of  a  withdrawal  of  gold  either  through  operations 

'  Acknowledgment  is  due  in  the  preparation  of  much  of  this  section  to  Mr.  A.  D. 
No^es,  of  New  York,  for  a  paper  on  this  subject  sent  in  to  the  Monetary  CommissioPf 
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of  banking  depositors  or  through  redemption  of  notes  ?  These 
are  fair  and  proper  questions,  to  which  satisfactory  answers 
should  be  given. 

69.  The  first  and  most  obvious  answer  which  will  occur  is,  that 
if  the  Treasury  were  not  issuing  notes  and,  therefore,  did  not 
have  to  maintain  a  gold  reserve  on  its  own  account,  the  gold 
now  idly  stored  in  the  government  vaults,  ranging  at  different 
periods  from  f  100,000,000  to  f  288,000,000  and  now  amounting 
to  about  {180,000,000,  would  presently  be  available  for  banking 
uses.  The  Treasury's  gold  holdings  are  thus  larger  by  fully 
1 2 5,000,000  than  the  entire  amount  of  legal  tender  notes  reported 
as  held  by  the  national  banks  of  the  United  States  as  part  of 
their  cash  reserves.  If  this  gold  were  paid  out,  therefore,  in 
redemption  of  the  notes  held  by  the  banks,  the  banks  would 
merely  have  the  gold  in  the  place  of  the  notes.  By  that  oper- 
ation alone,  without  a  dollar  of  gold  from  any  other  source,  and 
without  even  exhausting  the  Treasury's  stock  of  gold,  the  gold 
reserves  of  the  national  banks  might  be  increased  from  f  207,- 
003,145  to  {365,498,020. 

But  quite  apart  from  the  very  evident  fact  that  the  pay- 
ment by  the  government  of  its  notes  in  gold  would  leave  the 
banks  which  now  hold  those  notes  in  possession  of  the  gold  with 
which  they  were  redeemed,  the  banks  would  experience  no  diffK 
culty  in  getting  such  amounts  of  gold  as  they  desired.  The* 
national  banks  by  their  own  showing  already  hold  in  their  present 
reserves  {207,093,145  gold.  If  they  have  obtained  and  hold  as 
large  an  amount  as  this,  it  is  not  unreasonable  to  assume  that 
they  could  get  more  if  they  wished  it,  from  the  same  sources 
and  in  the  same  way  through  which  they  obtained  the  amount 
they  already  hold.  Where,  then,  did,  the  banks  obtain  this  gold 
which  now  makes  up  more  than  half  of  their  reserve  ? 

The  gold  was  obtained  partly  by  importation  from  abroad, 
but  chiefly  from  new  production  of  the  American  mines.  The 
United  States  Mint  reports  show  that  since  1878,  {704,000,000 
in  gold  has  been  produced  in  this  country,  an  average  of  nearly 
{36,000,000  annually.  Just  now  the  output  is  much  larger  than 
this  average;  it  was  {53,100,000  in  1896,  hy  the  Mint  estimate, 
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and  f 6 1, 500,000  in  1897.  From  this  yearly  average  of  $36,- 
000,000,  $8,000,000  or  f 9,000,000  annually  should  be  deducted 
to  allow  for  gold  used  in  manufacture ;  but  making  the  widest 
allowance  for  this  industrial  consumption,  it  will  be  seen  that 
during  the  past  nineteen  years,  from  $500,000,000  to  $600,000,- 
000  of  gold  produced  from  the  American  mines  has  been  avail- 
able for  use  as  money. 

70.  It  is  possible,  of  course,  that  a  gold-producing  country 
may  send  to  other  nations,  every  year,  all  or  most  of  its  own 
product.  This  has  been  the  rule  with  Australia  ;  it  is  the  rule 
now  with  the  Transvaal.  But  in  these  two  instances  the  gold 
product  was  exported  only  because  it  was  not  needed  at  home. 
In  the  United  States,  owing  to  our  vastly  larger  domestic  trade, 
the  gold  when  needed  was  retained.  Therefore,  in  the  develop- 
ment of  the  country  since  1878,  not  only  has  the  new  annual 
output  of  the  American  gold  mines  been  kept  at  home,  but  gold 
has  been  imported  from  foreign  nations.  Between  1879  and 
1889,  by  the  returns  of  the  Bureau  of  Statistics,  the  United  States 
imported  $219,000,000  more  gold  than  it  exported.  With  an 
increasing  domestic  trade  if  more  money  was  needed  for  the 
circulating  medium,  it  came,  as  it  always  may  come  under  such 
circumstances,  in  the  shape  of  gold  imports.  After  1890,  on 
the  other  hand,  foreigners  sent  home  our  securities,  while 
under  the  silver-purchase  law  of  1890,  we  more  than  sup- 
plied the  needs  of  circulation  with  the  new  legal-tender  notes. 
The  result  was  that  gold  was  exported  and  that  the  United 
States  lost  in  the  next  eight  years  most  or  all  of  what  it  had 
gained  from  foreign  nations  since  1879. 

But,  even  with  the  gold  exports  for  the  whole  period  some- 
what in  excess  of  the  imports,  nearly  all  of  the  new  American 
gold  product  was  retained  for  domestic  uses,  and  this  new 
product,  as  we  have  seen,  amounted  to  upwards  of  $500,000,000. 
There  is  another  way  in  which  it  may  be  seen  that  this  new 
gold  has  been  kept  available  since  1878  for  banking  uses.  On 
the  first  of  every  month,  the  government  publishes  an  estimate 
of  the  amount  and  kinds  of  money  circulating  in  the  United 
States.     The  ^stimat^  of  the  Treasury  Department  on  January 
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I,  1879,  reckoned  the  stock  of  gold  then  in  the  United  States 
at  $231,625,207.  On  January  i,  1898,  the  estimate  was  $699,- 
478,536.  It  is  possible  that  these  totals  are  inexact,  because 
when  the  government  began  its  reports  of  the  amount  of  money 
in  circulation,  it  had  to  make  a  guess  at  the  total.  But  while 
the  two  sums  may  be  inaccurate,  the  difference  between  the 
estimate  for  1879  and  that  for  1898  will  approximately  measure 
the  addition  to  the  country's  stock  of  gold  within  the  period  ; 
for  having  once  settled  on  the  initial  estimate,  it  was  possible  to 
report  with  greater  or  less  accuracy  the  monthly  and  yearly 
increase  or  decrease.  Taking  this  difference,  it  will  be  seen  that 
since  the  opening  of  1879  the  total  stock  of  gold  in  the  United 
States  has  increased  {467,800,000,  which  tallies  with  our  previous 
estimate  of  new  American  production,  less  a  comparatively  slight 
net  loss  on  export. 

The  banks,  then,  will  have  in  the  first  place  a  large  and 
constantly  increasing  supply  of  domestic  gold  on  which  to 
draw  for  their  reserves.  This  new  gold  has  always  gone  freely 
into  the  hands  of  the  banks,  and  it  will  continue  to  do  so.  The 
reason  why  it  has  hitherto  gone  into  the  banks  is  that  gold  coin  is 
an  expensive  currency  for  private  owners  either  to  store  or  to  ship. 
The  miner  deposits  it  in  the  assay-office  and  takes  an  assay-office 
check  in  payment.  This  assay-office  check  he  deposits,  in  nine 
cases  out  of  ten,  with  his  own  bank,  where  it  becomes  a  part  of 
the  institution's  regular  deposit  fund.  The  owner  of  the  gold, 
if  he  thereafter  needs  currency,  will  take  from  his  bank  the  kind 
most  convenient  to  him ;  the  bank,  on  the  other  hand,  presents 
the  assay-office  check  for  gold  coin,  storing  this  coin  with  its 
own  reserves.  This  simple  operation,  one  of  the  most  familiar 
in  American  banking,  shows  how  the  new  gold  product  of  the 
United  States  goes  automatically  into  the  reserves  of  the  banks. 

71.  But,  aside  from  supplies  of  new  gold,  the  financial  insti- 
tutions of  the  world  have  the  means  of  directing  the  flow  of 
existing  stocks  of  gold  to  those  places  where  it  is  needed.  To 
understand  this  mechanism,  it  may  be  necessary  to  consider 
briefly  the  general  question  of  gold  exports  and  imports.  An 
example  may  assist  to  a  clearer  comprehension  : 
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During  the  year  1897,  ^^  appears  that  there  were  net  gold 
imports  into  the  United  States  of  about  $45,000,000.  This  gold 
was  sent  here,  say  from  England,  in  payment  of  balances  result- 
ing from  a  multitude  of  exchanges.  We  had  sold  to  England 
certain  commodities  and  securities,  for  which  England  must 
make  payment  to  us.  Her  purchases  from  us  gave  us  a  credit 
there  for  an  equivalent  amount — a  credit  which  we  were  free 
to  realize  in  commodities,  securities,  or  gold,  as  we  ourselves 
might  choose.  The  reason  why  a  certain  amount  of  gold  was 
actually  shipped  was  that,  at  the  prices  at  which  the  English 
commercial  interests  held  their  commodities  and  securities,  we 
cared  to  purchase  no  more  than  we  did  ;  and  the  balance  com- 
ing to  us  was  paid  in  money.  Had  England  been  willing  to  sell 
securities  cheaper,  that  is  to  say,  if  she  had  been  willing  to  pay 
a  higher  rate  of  interest,  our  investors  would  have  been  induced 
to  increase  their  purchases  of  securities  in  England,  or,  what 
amounts  to  the  same  thing,  our  financial  institutions  would  have 
been  willing  to  leave  on  interest  in  England  balances  due  to 
them,  instead  of  asking  for  remittance.  And  thus  the  equilibrium 
of  exports  and  imports  (using  the  terms,  in  their  broader  sense, 
to  include  securities,  loans,  etc.,  as  well  as  commodities)  would 
not  have  been  disturbed.  But  at  the  rate  of  interest  then 
offered  there,  and  the  opportunities  for  the  use  of  the  funds 
here,  we  preferred  to  have  the  debt  paid ;  and  as  the  situation 
in  England  was  such  that  English  interests  would  rather  pay  the 
debt  than  offer  us  a  rate  of  interest  high  enough  to  induce  us  to 
leave  the  funds  with  them,  the  gold  was  shipped.  The  real 
reason  for  our  imports  of  gold  was  thus  the  fact  that  we  would 
rather  have  the  money  here  than  invest  it  in  loans  or  securities 
at  the  prices  at  which  they  were  offered,  and  the  English  would 
rather  spare  the  money  than  offer  a  rate  of  interest  sufficiently 
high  to  overcome  our  preferences.  To  balance  our  exports 
we  were  entitled  to  a  certain  credit,  and  if  we  preferred  to  have 
it  in  gold  rather  than  in  steel  rails,  pocketknives,  or  woolen 
goods,  we  might  do  so  ;  and  so,  after  having  purchased  what 
commodities  we  wished,  inasmuch  as  we  preferred  to  have  the 
balance  in  gold  rather  than   in  securities  or  interest -bearing 
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balances    from    English   institutions   at   the   rates   offered,   we 
got  it. 

From  this  illustration  it  will  be  clear  how  gold  moves  from 
one  country  to  another  as  a  consequence  of  general  trade  move- 
ments and  especially  as  a  consequence  of  conditions  of  the 
money  markets.  Further  examination  of  these  gold  movements 
will  show  how  it  is  that  they  bring  into  operation  forces  tending 
to  stop  the  flow  of  gold  before  it  reaches  a  point  where  it  would 
endanger  business.  The  gold  comes,  it  has  been  explained,  in 
payment  of  balances  which  interest  rates  in  London  would  not 
tempt  us  to  leave  there  in  return  for  securities  or  other  interest- 
bearing  obligations,  or,  in  other  words,  because  we  preferred  to 
have  the  funds  for  use  here.  The  gold  thus  shipped,  upon  reach- 
ing New  York,  goes  into  the  bank  reserves.  The  previously 
existing  relation  between  the  reserves  and  immediate  liabilities  of 
the  banks  is  thereby  altered.  In  order  to  utilize  the  new  reserves 
the  banks  have  to  extend  their  discounts,  and  to  do  this  they 
lower  the  rate  of  interest.  In  the  meantime  interest  rates  in 
London  would  have  been  raised  for  a  reason  exactly  the  oppo- 
site of  that  which  had  lowered  them  here.  The  decrease  in 
the  bank  reserves  there  would  soon  result  in  a  desire  to  curtail 
loans  and  thus  tend  to  produce  a  higher  rate  of  interest  there, 
accompanied,  of  course,  by  a  lower  price  for  securities  bearing 
a  fixed  rate  of  interest.  Before  long  our  investors  would  find 
that,  with  reduced  rates  here  and  higher  rates  in  London,  they 
could  more  profitably  employ  their  capital  by  loaning  it  in 
London  than  in  New  York.  They  would,  therefore,  increase 
their  loans  to  London  (by  purchases  of  securities  there),  and  thus 
a  substantial  equilibrium  of  imports  and  exports  would  have  been 
reestablished. 

As  soon,  therefore,  as  we  had  as  much  gold  as  we  wished  — 
so  much  that  more  could  not  be  employed  here  as  profitably  as 
elsewhere — the  cause  for  the  gold  import  movement  would 
disappear,  and  the  flow  of  gold  to  this  country  would  cease 
automatically ;  or,  if  the  rate  of  interest  was  sufficiently  lowered 
here,  and  sufficiently  raised  in  England,  a  movement  of  gold 
out  of  the  country  might  even  take  place. 
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72.  Thus,  even  if  the  American  banks  did  not  possess  a 
remarkable  advantage  in  the  domestic  gold  product,  they  would 
have  the  means,  with  a  properly  managed  banking  system,  of 
obtaining  it  from  abroad.  Neither  England,  France  nor  Germany, 
produces  gold ;  the  banks  in  each  of  these  three  countries  furnish 
currency  to  meet  the  needs  of  trade,  yet  none  of  the  banks  has 
any  trouble  in  procuring  and  maintaining  a  sufficient  gold  reserve. 
The  Bank  of  England,  for  instance,  has  an  unwritten  rule  that 
the  minimum  of  its  reserve  against  liabilities  shall  be  in  the 
neighborhood  of  40  per  cent.  This  reserve  consists  of  gold  or 
of  notes  convertible  at  the  Issue  Department  into  gold.  The 
minimum  percentage  is  much  higher  than  has  been  required  in 
the  past  for  United  States  national  banks,  and  higher  than  is 
proposed  for  the  future.  Yet  the  Bank  of  England  has  no  diffi- 
culty in  securing  an  abundance  of  gold  and  its  percentage  of 
reserve,  during  recent  years,  has  averaged  nearer  60  than  40  per 
cent. 

If  by  any  turn  in  the  commercial  movement,  a  heavy  drain 
of  gold  occurs  from  these  countries,  the  recourse  employed  by 
banks,  is  the  recall  of  loans,  with  a  consequent  decrease  in  the 
deposits  or  notes,  if  not  an  actual  increase  of  reserve.  A  process 
of  this  kind  increases  the  percentage  of  reserve  to  liabilities, 
even  if  it  does  not  add  to  the  reserve,  because  it  contracts  the 
total  of  liabilities.  But  such  a  conservative  reduction  of  loans 
usually  does  more  than  this.  If  there  exists  a  real  demand  for 
loans  in  the  money  market,  the  void  left  by  the  loans  recalled 
by  the  Bank  of  England  will  be  filled  by  foreign  capital ;  the 
transfer  of  such  foreign  capital  to  London  occasions  a  fall  in  the 
foreign  exchanges,  and  such  a  fall  checks  the  outflow  of  gold 
which  we  have  supposed  to  exist,  and  in  the  end  replaces  it  by 
gold  importations. 

No  operation  in  contemporary  banking  is  more  familiar  than 
this.  It  was  successfully  practiced,  for  instance,  by  the  Bank  of 
England  in  the  autumn  of  1896  and  in  the  winter  of  1897.  ^^ 
neither  case  was  any  real  inconvenience  caused  to  borrowers. 
The  London  rate  for  time-money  rose  only  from  2  per  cent,  to 
3  J^  or  4  ;  this  was  enough,  however,  to  stop  the  outward  move- 
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ment  of  gold  and  to  check  the  adverse  movement  of  sterling 
exchange  at  every  important  city.  The  continental  banks 
pursue  under  similar  circumstances  exactly  the  same  plan. 

73*  The  same  safeguard  will  be  open  to  the  American  banks ; 
indeed,  it  has  always  been  open  to  them.  The  active  demand 
for  money  familiar  to  the  autumn  season  has  generally  caused 
an  advance  in  Eastern  money  rates.  It  has  repeatedly  hap- 
pened that,  in  the  busy  autumn  months,  the  cash  reserves  of 
Eastern  banks  were  called  for  by  the  West  to  sustain  its  har- 
vest trade.  This  decrease  in  reserves  usually  occurred  simul- 
taneously with  an  expansion  of  deposits  through  loans  in  the 
equally  active  city  markets.  In  the  end,  the  proportion  of 
reserve  to  deposits  has  often  fallen  suddenly  to  the  25  per 
cent,  minimum  required  by  the  present  national  banking  law. 
But  the  necessary  result  of  such  a  decrease  in  reserve  was  the 
calling  in  of  loans  by  eastern  banks  and  an  advance  in  money 
rates ;  whereupon  foreign  capital  was  transferred  to  the  United 
States  through  sales  of  exchange  in  New  York  City  ;  under  these 
sales,  the  exchange  market  declined ;  and,  eventually,  foreign 
gold  was  imported. 

This  gold  invariably  went  into  the  bank  reserves.  During 
the  gold  imports  between  August  and  December  1896,  for 
instance,  the  New  York  banks'  gold  holdings  increased  from 
$47,000,000  to  $77,000,000.  During  the  imports  in  the  corres- 
ponding months  of  1891,  they  increased  from  $62,000,000  to 
$96,000,000.  The  foreign  exchange  bankers  who  imported  the 
gold  deposited  it  with  their  banks,  for  exactly  the  reason  which 
made  the  miner  give  up  his  gold  bullion  to  the  assay-office  and 
his  assay- office  checks  to  his  bank  of  deposit. 

74*  Nor  is  there  any  reason  to  suppose  that  interior  banks, 
away  from  the  centers  of  foreign  exchange,  would  have  trouble 
in  obtaining  gold.  The  facts  on  this  point  are  quite  con- 
clusive. In  December  of  1897,  21s  shown  by  the  Comptroller's 
statement,  the  national  banks  of  Ohio,  Indiana,  Illinois,  Iowa, 
Kansas,  Colorado,  and  in  fact  of  all  the  middle  and  western 
states,  held  in  their  reserves  more  gold  than  legal  tenders. 
The  truth  is,  that  the  bank  at  the  seacoast  or  at  the  mining 
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centers  is  no  more  anxious  to  accumulate  gold  in  excess  of 
its  real  needs  for  reserve  than  is  the  gold  importer  or  the  gold 
miner.  Such  a  bank  is  as  ready  to  pass  its  gold  on  to  other 
banks  which  need  it  and  which  can  pay  for  it,  as  the  banks  have 
hitherto  been,  in  every  gold  importing  movement,  to  present 
their  gold  to  the  United  States  Treasury  in  exchange  for  legal- 
tender  notes.  A  country  bank,  like  any  individual,  can  always 
get  gold,  if  it  has  marketable  assets  to  offer  for  it.  In  short, 
gold  has  always  been  easily  obtainable  by  our  banks.  In  a 
properly  managed  banking  system,  the  question  of  procuring 
and  maintaining  a  gold  reserve  is  the  least  troublesome  of  all 
problems  which  arise.  Nothing  is  more  clearly  marked  out  by 
precedent  and  practice,  and  in  nothing  are  results,  under  proper 
management,  more  certain. 

75.  It  has  been  thought  by  some  that  a  system  of  bank  cur- 
rency which  should  place  the  issue  of  currency  largely  in  the 
hands  of  the  country  banks,  and  should  take  it  away  from  the 
government,  would  throw  the  responsibility  of  furnishing  gold 
for  export  upon  the  note-issuing  banks,  just  as  at  the  present 
time  it  falls  upon  the  greatest  note-issuer,  the  government. 
This  argument  proceeds  upon  the  assumption  that  the  method 
of  obtaining  gold  under  the  proposed  system  of  bank-issues 
would  continue  to  be  as  now  the  presentation  of  notes  for 
redemption.  Granting  this  to  be  the  case,  it  would  be  neces- 
sary for  those  desirous  of  obtaining  gold  to  present  the  notes  at 
some  central  redemption  agency ;  and  the  one  most  naturally 
suggesting  itself  would  be  the  New  York  sub-treasury.  Suppos- 
ing a  great  mass  of  notes  of  different  banks  to  be  presented 
there  for  payment,  the  process  would  be  somewhat  as  follows : 
the  notes  would  be  redeemed  and  thus  the  gold  would  be  furn- 
ished for  export.  The  amounts  thus  paid  would  then  be  charged 
against  the  5  per  cent,  redemption  account  of  the  banks  and 
they  would  be  called  upon  to  make  the  fund  good.  This  would 
most  cheaply  and  naturally  be  done  by  draft  from  the  country 
banks  on  their  New  York  correspondents.  To  meet  such  drafts 
the  banks  would  usually  keep  money  on  deposit  with  their  cor- 
respondents in  New  York  and  thus  the  strain  would  be  trans- 
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ferred  to  the  New  York,  «.  ^.,  to  the  stronger,  banks  of  the 
system. 

As  a  matter  of  fact,  however,  those  in  need  of  gold  would 
not  be  lijcely  to  seek  to  obtain  it  by  presentation  of  notes  for 
redemption.  True,  gold  is  now  most  naturally  and  easily 
obtained  by  the  presentation  of  the  government  demand  obliga- 
tions for  payment  in  gold.  This  is  due  to  the  fact  that  at  the 
present  time  the  legal-tender  notes  by  their  very  existence 
relieve  the  banks  from  the  necessity  of  paying  gold.  The  Treas- 
ury being  the  only  certain  source  of  gold  supply,  is  resorted  to 
when  gold  is  really  needed.  Checks  on  deposits  may  be  paid  in 
legal-tender  notes,  and,  if  gold  is  wanted,  these  notes  are  accepted 
chiefly  for  the  purpose  of  presenting  them  at  the  Treasury.  Were 
the  legal-tender  notes  retired,  however,  banks  would  have  no 
other  course  than  to  meet  demands  upon  them  in  gold.  The 
banks  of  England  and  France,  which  are  constantly  under  the 
necessity  of  furnishing  gold  for  export,  do  so  in  response  to  a 
check  or  draft  when  the  metal  is  wanted.  This  would  be  the 
case  with  the  New  York  banks  were  the  legal  tenders  finally 
retired.  And,  like  the  European  banks,  they  would  be  able,  as 
already  seen,  to  save  their  resources  from  becoming  unduly 
depleted,  by  raising  the  rate  of  interest  as  occasion  seemed  to 
demand. 

76.  Practically  everything  which  has  been  said  as  to  the 
movement  of  gold  from  one  country  to  another  applies  equally 
well  to  the  movement  of  money  from  one  portion  of  the  same 
country  to  another.  Indeed,  in  order  to  observe  the  principles  of 
international  trade  operating  in  their  purest  form,  it  is  necessary 
to  look  for  some  place  where  restrictions  of  a  commercial  char- 
acter are  absent.  This  may  be  found  in  the  case  of  two  por- 
tions of  the  same  country.  A  good  example  is  that  of  Arkansas 
and  New  York,  which  are  dissimilar  in  climate,  manufactures, 
and  natural  products  and  whose  trade  must  be  regulated  upon 
principles  exactly  like  those  of  international  trade. 

Take,  for  example,  the  problem  of  the  distribution  of  cur- 
rency. For  a  long  time  it  has  been  observed  that  currency 
tends  to  flow  from  the  Southern  and  Western  districts  of  the 
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United  States  into  the  eastern  commercial  centers.  It  has  been 
shown  that  the  reason  for  the  movement  of  gold  between  any 
two  countries,  is  the  necessity  of  paying  for  any  balance  which 
may  exist  between  the  amounts  of  imports  and  exports — includ- 
ing in  each  securities.  The  same  statement  would  hold  true 
concerning  any  sort  of  currency  used  in  all  parts  of  the  same 
country.  There  would  be  the  same  reason  for  the  transfer 
of  quantities  of  this  currency  from  one  remote  portion  of  the 
country  to  another  portion,  in  case  the  purchases  of  the  first  of 
these  communities  from  the  second  had  exceeded  its  sales  to 
the  second,  aiTd  if  the  first  community  was  not  willing  to  pay 
a  rate  of  interest  sufficient  to  induce  the  second  to  loan  the 
balance.  It  has  been  seen,  too,  that  the  movement  of  gold, 
or  in  the  case  under  discussion,  of  currency  of  any  sort,  arises 
from,  and  in  fact  is  merely,  the  transfer  of  capital  from  the  one 
to  the  other  and  is  largely  dependent  upon  the  rate  of  interest. 
If  the  citizens  of  Arkansas  have  sold  to  buyers  in  the  East 
farm  products  to  the  amount  of  {500,000  they  have  a  credit  of 
that  amount  in  the  East.  This  credit  they  can  employ  as  they 
choose.  If  they  wish  pianos,  silks,  etc.,  they  can  have  them ; 
if  they  wish  plows,  harvesters,  and  other  farm  implements,  they 
can  have  them ;  if  they  wish  more  money  for  the  transaction 
of  their  business,  they  can  secure  it ;  or  if  they  wish  to  buy  gov- 
ernment or  railroad  bonds  or  invest  on  interest  in  the  East  or 
elsewhere  a  portion  of  the  sums  coming  to  them  in  payment  for 
their  crops,  they  are  able  to  do  that.  If  they  choose  to  have 
the  money  rather  than  the  other  things,  there  will  be  a  movement 
of  currency  from  New  York  to  Arkansas ;  and  if  later  they  find 
they  have  more  currency  than  they  really  need  for  the  convenient 
transaction  of  their  business,  it  will  surely  return  East  simply 
because  they  prefer  either  to  have  something  else  in  place  of  it 
or  to  save  interest  by  paying  off  a  portion  of  their  indebtedness 
to  the  East.  In  the  case  of  many  of  the  Southern  and  Western 
communities  of  the  United  States,  this  is  precisely  the  process 
which  has  been  going  on.  For  a  long  time  purchases  from  other 
communities  have  exceeded  sales  to  them.  That  is  to  say, 
actual  capital,  such  as  machinery,  etc.,  has  been  purchased  from 
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the  East,  and  to  the  East  have  been  sold  not  only  various  prod- 
ucts but  mortgages  as  well,  and  rather  than  sell  the  mortgages 
at  the  prices  offered,  they  preferred  to  send  money,  and  all  cur- 
rency except  what  was  really  needed  has  thus  been  drained 
off.  The  scarcity  of  currency  existing  in  these  districts  is  thus 
by  no  means  due  to  a  general  scarcity  of  currency  in  the  coun- 
try as  a  whole ;  but  has  been  solely  due  to  the  fact  that  these 
regions  have  been  deficient  in  capital  and  have  preferred  to 
invest  the  returns  from  their  products  otherwise  than  in  a 
medium  of  exchange. 

77-  The  movements  of  gold  from  one  country  to  another,  or 
of  currency  from  one  part  of  our  country  to  another,  have  been 
shown  to  follow  natural  laws.  This  movement  is  one  of  conven- 
ience, and  follows  the  trade  operations  of  the  respective  coun- 
tries or  regions,  chiefly  through  the  fluctuations  in  the  rates  of 
interest.  Nor  does  this  tidal  ebb  and  flow  touch  the  funda- 
mental elements  regulating  the  prices  of  products.  The  move- 
ment of  currency  to  and  from  New  York  and  Nebraska  does 
not  determine  the  price  of  wheat  in  either  New  York  or 
Nebraska ;  that  is  determined  by  other  forces.  This  movement 
of  the  currency  is  not  the  cause  of  the  trade  movement,  but  the 
consequence.  And  so  it  is  in  international  movements.  The  price 
of  wheat  in  London  and  New  York  is  not  determined  by  the  flow 
of  gold  back  and  forth ;  on  the  contrary,  the  movement  of  gold 
is  a  consequence  of  the  trade — not  only  in  wheat,  but  in  other 
goods  and  securities.  That  prices  in  general  have  little  to  do 
with  the  gold  movement  may  be  easily  explained. 

Price  is  simply  a  ratio  between  commodities  and  the  stand- 
ard, which  is,  in  general,  gold.  There  are  an  immense  number 
of  circumstances  which  tend  to  affect  general  prices.  But  the 
outcome  of  all  these  influences  is  a  certain  definite  adjustment 
of  the  ratios  in  which  commodities  will  exchange  for  gold.  And 
inasmuch  as  modern  methods  of  transportation  and  communica- 
tion have  practically  brought  all  countries  into  one  general 
market,  gold  prices  must  be  uniform  the  world  over.  The  only 
differences  will  be  those  due  to  cost  of  transportation.  A  change 
in  the  price  of  any  commodity,  therefore,  must  imply  a  chan^^ 
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in  the  price  of  that  commodity  all  over  the  world.  Its  price 
is  the  ratio  between  it  and  gold,  which  has  a  value  issuing 
from  a  comparison  with  commodities  throughout  the  whole 
world.  In  any  system  of  gold-using  countries,  therefore,  the 
level  of  prices  must  be  the  same  throughout  all.  It  would 
be  impossible  under  modern  conditions  that  it  should  become 
higher  in  one  and  remain  lower  in  another.  It  appears  that 
prices  being  thus  determined  by  the  ratio  between  gold  and  com- 
modities all  over  the  world,  a  mere  abundance  of  gold  in  any  one 
country  could  not  change  this  ratio  in  that  country  as  distin- 
guished from  the  rest  of  the  world.  For,  since  the  value  of  a  unit 
of  gold  in  terms  of  commodities  has  been  established  and  is  well 
known  in  all  the  markets  of  the  world,  it  would  be  impossible  that 
persons  in  any  country  should  be  willing  to  give  a  greater  quantity 
of  gold  for  a  definite  amount  of  a  certain  kind  of  commodity, 
merely  because  gold  was  abundant  in  that  country  at  that  par- 
ticular time.  That  is  to  say,  no  more  gold  would  be  given  in  a 
particular  country  where  there  was  an  abundance  of  gold  than  in 
one  where  gold  was  less  abundant,  any  more  than  wheat  would 
sell  for  less  in  Chicago  than  in  Liverpool  (cost  of  transporta- 
tion excepted)  simply  because  there  happened  to  be  a  larger 
supply  of  wheat  on  hand  in  Chicago  than  in  Liverpool. 
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NATURE  OF  A  BANK. 

78.  In  its  simplest  function  a  bank  has  a  codperative  quality. 
It  does  for  many  persons  cheaply  what,  without  it,  each  would 
be  obliged  to  do  at  considerable  expense  for  himself.  A  trust- 
worthy bank,  with  vaults  giving  protection  against  fire  and 
robbery,  serves  for  each  one  of  many  persons;  while  to  gain 
like  security  a  single  individual  could  ill  •  afford  so  expensive  a 
vault.  In  short,  by  the  division  of  labor,  a  separate  profession 
has  been  evolved  in  society  which  performs  certain  services 
whereby  all  who  need  them  are  convenienced  and  saved  expense. 
If  this  were  all,  however,  a  bank  would  be  no  more  than  a  safe 
place  of  deposit ;  but  it  is  much  more  than  this. 

A  natural  consequence  of  the  deposit  of  money  with  a 
bank  for  convenience  and  safe  keeping  was  the  creation  of 
methods  by  which  the  ownership  of  these  deposits  could  be 
transferred  without  actually  moving  the  money  itself.  In  early 
banks,  devices  for  this  purpose  were  already  used.  In  modern 
times  the  transfer  is  promptly  and  easily  made  by  a  check,  or 
draft,  which  is  merely  an  order  upon  the  bank  by  the  depositor 
to  credit  a  certain  sum  to  the  person  named.  In  this  way  a 
deposit  becomes  as  available  for  payments  as  if  actual  money 
were  passed  from  hand  to  hand. 

79,  A  savings  bank,  or  a  loan  company,  is  not  a  commercial 
bank  in  the  proper  sense.  Depositors  furnish  the  total  funds 
(or  capital)  loaned  by  a  savings  bank  on  time-securities  ;  and  it 
is  understood  that  they  need  not  expect  to  have  deposits 
paid  back  on  demand.  Most  savings  banks,  because  their 
resources  are  invested  in  time-loans,  properly  reserve  the  right 
to  exact  a  notice  of  perhaps  sixty  days  in  case  of  intended  with- 
drawal of  deposits.  A  loan  company,  whose  funds  are  paid  in 
by  shareholders,  is  not  very  different  in  kind  from  a  savings  bank. 
The  funds  are  subscribed  to  be  loaned  out  on  mortgages  or  time- 
securities.     Since  savings  banks  are  provided  for  those  who  are 
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less  able  to  invest  on  their  own  account,  legal  precautions  hedge 

in  the  kind  of  investments  they  can  make  ;  while  a  loan  company 

takes   its  own   risks  without  much   limitation,  its  shareholders 

aking   their   chances.      In   neither  case  do   these   institutions 

eceive  deposits  which  take  the  form  of  demand  liabilities. 

80.  A  commercial  bank,  however,  not  only  receives  deposits, 
but  it  is  particularly  distinguished  by  the  fact  that  it  engages  to 
repay  a  deposit  on  demand.  The  banker  finds  that  it  is  not 
necessary  for  him  to  retain  all  of  the  money  in  his  vaults  to 
enable  him  to  do  this ;  because  not  all  the  depositors  will  want 
to  draw  out  their  funds  at  the  same  time.  Some  will  ask  for 
payment  today,  but  others  will  be  making  deposits.  As  a  result, 
he  ascertains  by  experience  that  if  he  keeps  on  hand  in  cash  a 
proportion  only — say  one-fourth  or  one-third  —  of  the  resources 
which  have  been  entrusted  to  him,  he  will  still  be  able  to  meet 
on  presentation  all  demands  of  depositors  or  noteholders.  He 
is,  therefore,  enabled  to  loan  the  balance  of  these  funds  just  as 
he  can  loan  his  own  capital.  Thus  another  function  of  a  bank 
is  developed, — that  of  loaning,  or  discounting. 

81.  Many  persons  and  firms  have  balances  which  they  are  not 
ready  to  invest  permanently,  and  these  are  freely  deposited  in 
banks.  Small  sums,  each  of  little  effect  by  itself,  are  accumu- 
lated in  great  numbers,  and  make  very  large  amounts  in  the 
aggregate.  So  that,  bits  of  capital  that  would  be  ineffective  for 
serious  productive  operations  on  a  great  scale,  are  thus  placed 
where  they  may  be  put  to  important  uses.  In  this  way,  the  sav- 
ings of  the  small,  or  uninformed  capitalists  are  made  efficient  for 
the  productive  use  of  active  members  of  the  community  to  whom 
they  may  be  loaned.  Although  banks  do  not  actually  increase  * 
the  wealth  of  society,  they  lead  to  the  productive  use  of  amounts 
which,  without  banks,  would  remain  inactive.  They  place  funds 
where  society  gets  the  most  from  them,  by  allowing  them  to 
pass  into  the  hands  of  the  most  efficient  members  of  the  com- 
munity. 

This  process  of  uniting  scattered  sums  into  large  capitals 
which  can  be  effectively  employed,  is,  of  course,  not  only  the 
function  of  commercial  banks,  but  equally  that  >f  savings  banks 
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or  building  and  loan  associations.  The  distinguishing  function  of 
commercial  banks,  however,  is  the  creation  by  them  of  a  demand 
liability  through  which  the  sums  left  with  them  may  serve  as  a 
currency,  since  by  the  use  of  notes  or  of  deposits  and  checks, 
they  are  available  purchasing  power  in  the  hands  of  their  owners. 
The  investor  in  a  building  and  loan  association  or  savings 
bank,  on  the  other  hand,  loses  the  opportunity  to  use  his  money 
in  other  ways  because  no  demand  obligation  is  credited  to  him. 
That  is  to  say,  the  deposit  in  a  commercial  bank  performs  a 
currency  function,  while  the  deposit  in  a  building  and  loan 
association  or  savings  bank  is  no  longer  currency,  but  an  invest- 
ment, since  in  the  former  case  the  depositor  receives  a  claim 
payable  on  demand  and  in  the  latter  case  he  does  not.  This  is 
the  primary  distinction  between  a  bank  and  other  financial  insti- 
tutions. 

82.  Banks  cannot  make  something  out  of  nothing.  They 
cannot  coin  wealth  or  money  out  of  any  intangible  thing.  The 
operations  of  legitimate  banking  are  always  based  on  property  ; 
whenever  these  operations  are  not  so  based,  they  cease  to  be 
legitimate,  and  become  speculative.  The  profit  of  banking 
arises  from  the  discount  operation  or  lending.  Of  course,  sup- 
posing the  rate  of  interest  to  be  fixed,  the  more  a  bank  can 
lend,  the  more  its  profits  will  be.  What,  then,  can  it  lend  ?  It 
has  its  capital ;  it  can  lend  that.  It  has  also  the  resources 
entrusted  to  it  by  the  public  through  the  discount  operation ; 
it  can  loan  such  part  of  these  resources  as  it  does  not  need  to 
hold  in  cash  to  meet  the  demands  of  depositors  and  noteholders. 
This,  then,  is  the  limit  placed  upon  its  power  to  loan — its  own 
capital  and  the  resources  of  others  entrusted  to  it  (except  so 
much  thereof  as  must  be  held  as  a  reserve).  It  does  not  **coin 
its  credit."  If  a  bank  has  won  the  confidence  of  the  public  by 
the  safe  and  conservative  management  of  its  loans  and  invest- 
ments, it  will  receive  large  deposits.  The  larger  its  deposits, 
the  larger  the  sums  it  can  loan ;  and  hence  the  larger  its  profits. 

The  bank  becomes  responsible,  whenever  it  loans  its  deposi- 
tors' funds,  that  the  titles  to  these  funds  may  be  realizable  upon 
in  cash ;  and  quickly  in  case  of  suddenly  increased  demands  in 
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time  of  emergency.  It  assumes  this  responsibility  to  the  full 
extent  of  its  capital,  which  must  meet  any  losses  due  to  bad  judg- 
ment. Upon  the  banker,  then,  rests  the  responsibility  of  deciding 
that  the  security  for  a  loan  is  realizable  in  a  kind  of  property  that 
is  always  salable.  Hence  every  business  transaction  involving  a 
loan  from  a  bank  must  pass  the  judgment  of  the  banker  who  is 
acting  with  full  knowledge  that  an  error  will  be  followed  by 
financial  loss.  This  is  the  reason  why  it  is  possible  to  say  that 
the  resources  of  a  bank,  received  as  the  security  for  loans 
reflect  quite  accurately  the  character  and  soundness  of  the 
business  transactions  of  the  country. 

83.  The  profit  of  banking  arises  from  the  discount  operation. 
The  bank  buys  and  sells  something,  and  makes  a  gain  thereby 
in  the  same  way  as  other  commercial  institutions.  In  making  a 
loan,  the  bank  buys  the  right  (well  secured)  to  receive  a  given 
sum  of  money  at  some  future  date ;  for  this  it  gives  an  equal  sum 
less  the  interest.  The  borrower  gets  this  amount  in  cash  or  more 
often  in  the  form  of  a  liability  of  the  bank  to  pay  on  demand. 
The  profit  consists  in  the  fact  that  the  demand-liability  given 
the  borrower  is  always  less  (by  the  profit)  than  the  amounts  to 
be  received  in  the  future.  The  borrower  needs  immediate  means 
of  payment;  and  the  bank  can  give  this  to  him  in  either  of  sev- 
eral forms,  whichever  the  customer  prefers.  It  can  give  him 
actual  money  from  its  uninvested  resources  (either  a  portion  of 
its  own  capital  or  money  left  with  it  by  others);  or  it  can  give 
him  its  circulating  notes ;  or  it  can  give  him  a  credit  on  its  books 
— a  deposit  account.  The  two  forms  of  payment  last  mentioned 
are  those  which  are  most  used,  and  most  characteristic  of  bank- 
ing operations.  Then,  whether  the  customer  chooses  to  use 
checks 'and  transfer  his  deposit  to  another  person  without  tak- 
ing the  funds  from  the  bank ;  or,  whether  he  finds  his  needs 
best  served  by  taking  notes  of  the  bank  away  in  his  pocket — is 
settled  merely  by  the  wishes  of  the  borrower,  and  not  by  the  will 
of  the  bank.  The  amount  of  the  loan  being  fixed  it  then  makes  no 
difference  whatever  to  the  bank,  so  far  as  its  profit  is  concerned, 
whether  this  credit  to  the  borrower  takes  the  form  of  a  deposit, 
or  of  a  withdrawal  of  its  notes.     Both  are  equivalent  demand- 
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liabilities  of  the  bank.  A  note  is  a  promise  to  pay  on  demand ; 
so  is  a  deposit.  Either  one  means  that  its  holder  refrains  from 
demanding  actual  money  from  the  bank,  the  deposit  or  note 
answering  all  his  purposes.  Large  city  banks  have  customers 
who  scarcely  ever  use  anything  but  deposits  and  checks,  who 
never  call  for  notes ;  and  yet,  without  issuing  notes,  these 
banks  make  a  profit  quite  as  well  as  any  note-issuing  bank.  It 
must  be  evident,  at  once,  that  the  privilege  of  issuing  notes  is 
not  in  itself  the  means  of  profit ;  but  that  the  profit  arises  out 
of  the  process  of  discounting,  or  lending. 

&4.  On  the  other  hand,  in  some  parts  of  the  country  checks 
are  little  used.  To  make  payment  one  needs  a  form  of  money 
that  will  be  taken  irrespective  of  any  knowledge  of  the  signa- 
ture on  the  check,  or  of  whether  or  not  the  signer  has  a  deposit 
in  the  bank.  And  if  the  transactions  are  for  small  sums,  for 
retail  trade,  or  payment  of  wages,  checks  are  not  always  con- 
venient, especially  if,  as  in  rural  districts,  a  bank  is  not  close  by. 
Under  these  conditions,  a  borrower  at  a  bank  will  usually  ask 
for  that  means  of  payment  which  his  situation  and  the  business 
habits  of  his  community  demand.  If  he  cannot  get  it  in  that 
form,  his  loan  is  ineffective.  Hence  the  habits  of  the  com- 
munity determine  which  form  of  liability  the  bank  will  make  use 
of;  it  is  not  determined  by  the  will  of  the  bank.  If  the  latter 
is  not  able  to  conform  to  the  business  habits  of  its  customers 
it  cannot  loan  in  that  district.  In  the  interest  of  borrowers, 
therefore,  a  proper  banking  system  should  be  so  ordered  that 
it  can  adjust  itself  to  the  needs  of  its  constituency.  If  banks 
are  given  perfect  freedom  in  conducting  their  business,  whether 
they  issue  notes  or  not  is  a  question  merely  of  convenience  to 
their  customers ;  to  a  large  city  bank  the  privilege  of  issuing 
notes  is  of  almost  no  advantage. 

8s*  The  government  does  no  more  in  the  matter  of  supervis- 
ing the  issues  of  a  bank  than  it  does  in  coining  bullion  into 
money.  In  the  latter  case,  it  certifies  to  the  fineness  and  weight 
of  the  metal  in  a  given  coin ;  it  does  this  not  for  the  bullion 
owner,  but  to  save  the  public  the  inconvenience  and  delay  of 
weighing  and  testing  the  metal  at  each  exchange  of  goods  and 
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money.  In  the  same  way  it  provides  a  banking  system,  decides 
how  the  notes  should  be  secured,  redeemed,  and  the^like,  not  in 
the  interest  of  the  banks,  not  even  to  protect  note-holders  against 
loss ;  but  to  save  the  public  the  inconvenience  and  delay  involved 
in  examining  into  the  security  of  each  note ;  for  it  is  only  when 
bank  notes  are  issued  under  such  a  system  that  it  is  unnecessary 
to  examine  into  the  circumstances  of  each  individual  bank  that 
they  can  attain  their  greatest  usefulness.  If,  also,  there  is  free 
banking,  so  that  any  body  of  reputable  men  can  form  a  bank 
under  the  general  law,  banking  is  not  a  monopoly;  and  the 
bank  which  is  unwilling  to  issue  its  notes  undeifja  system  that 
is  safe  and  wise  for  all,  thereby  indicates  that,  if  permitted,  it 
might  issue  its  notes  under  methods  little  likely  to  bear  inspec- 
tion and  with  the  evident  result  of  loss  or  inconvenience  to  the 
public. 

86.  How  truly  the  properly  regulated  issue  of  bank  notes  is 
really  in  the  interest  and  for  the  convenience  of  the  public  may 
be  seen  by  taking  a  simple  illustration  of  those  needs  of  a  com- 
munity which  lead  to  the  organization  of  a  bank. 

Suppose  the  case  of  a  farmer  who  desires  to  market  his 
crop.  His  prospective  purchaser  has  not  the  immediate  funds 
in  hand  with  which  to  purchase  the  farmer's  products.  He 
offers  to  give  his  note  for  some  amount  (say  {i,ooo).  The 
farmer,  however,  wishes  to  use  the  proceeds  of  the  sale  of  his 
crop  in  paying  the  expenses  which  he  has  incurred  in  raising  it. 
The  credit  of  his  purchaser  is  undoubted,  so  that  the  farmer's 
creditors  would  unquestionably  accept  the  note  of  the  purchaser 
in  payment.  In  order  that  the  claims  may  all  be  satisfied,  the 
farmer  proposes  to  accept  instead  of  one  note  for  $i,ooo,  one 
hundred  notes  for  $io  each,  and  for  the  privilege  of  having  them 
payable  on  demand,  he  proposes  to  forego  the  interest  upon  them. 
In  such  a  case  the  purchaser  of  the  produce  might  take  the  goods 
upon  these  terms,  and  if  his  total  property,  upon  which  the  notes 
would  become  a  lien,  was  formerly  {10,000,  he  would  then  have 
{11,000  as  security  for  the  notes  —  that  is  to  say,  his  original 
{10,000  and  the  {1,000  in  property  additional. 

The  illustration  may  be  carried  further :     Suppose  the  mer- 
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chant  who  purchased  the  farmer's  crop  were  to  extend  his  oper- 
ations and  to  purchase  the  products  offered  for  sale  by  nine 
others,  giving  on  each  occasion  one  hundred  notes  of  $10  each. 
The  merchant  has  now  outstanding  one  thousand  promissory 
notes  of  his  own  of  $10  each,  making  $10,000  in  all.  These 
notes  are  all  payable  on  demand  and  have  been  given  by  the 
farmers  who  received  them  to  their  creditors  in  payment  of  debts. 
The  notes  being  payable  at  the  wish  of  the  holder,  are  likely  to 
be  presented  at  any  time.  To  enable  him  to  meet  the  notes  as 
they  are  presented,  the  merchant  has  the  original  $10,000  of 
property  with  which  he  started,  and  in  addition  ten  different  lots 
of  produce  worth  $1,000  each  or  $10,000  in  all.  We  may  assume 
that  on  a  certain  day,  a  month  after  the  notes  were  given,  fifty 
of  the  holders  of  the  notes,  finding  it  desirable  to  obtain  money, 
for  the  purpose  perhaps  of  paying  taxes,  present  the  notes  for 
payment.  The  merchant  foreseeing  the  probability  of  this  event 
has,  in  the  meantime,  converted  either  a  part  of  his  capital,  or  of 
the  goods  purchased,  into  coin  (as  a  reserve  to  meet  demands). 
He  is  thus  prepared  to  meet  the  fifty  notes,  and  when  presented 
he  pays  for  them  $500  in  cash  and  destroys  them.  In  such  a 
way  as  this,  a  community  otherwise  devoid  of  a  medium  of 
exchange,  might  derive  great  help  from  the  creation  of  such  a 
currency,  which  converts  property  into  means  of  payment.  The 
farmers  have  been  able  to  market  their  crops  and  obtain  the 
means  with  which  to  satisfy  their  creditors  without  sacrifice. 
Had  they  not  been  able  to  obtain  from  the  merchant  the  titles 
to  immediate  means  of  payment,  it  might  have  been  necessary 
to  sell  their  products  at  a  heavy  loss. 

87*  So  far  it  has  been  assumed  that  the  deposits  of  a  bank 
come  into  existence  when  other  persons  Jeave  their  funds  with  the 
bank ;  and  that  the  banks  can  lend  the  portion  over  and  above 
the  sums  needed  for  reserves.  But  this  is  by  no  means  the  origin 
of  the  principal  sums  which  swell  the  deposits  to  very  consider- 
able, or  even  surprising,  figures.  It  seems,  at  first,  paradoxical 
to  say  that  in  the  main  deposits  do  not  result  from  the  bringing 
of  money  to  a  bank.  And  yet  it  is  literally  true.  This  is 
indeed  one  of  the  things  most  necessary  to  understand  about 
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a  bank,  because  it  is  thus  only  that  we  can  comprehend  how  a 
bank  creates  a  most  effective  currency  without  issuing  any 
notes.  No  progress  can  be  made  in  getting  correct  views  of 
banking  and  currency  until  we  grasp  the  fact  that  banks  are  not 
confined  to  issuing  notes  when  they  wish  to  create  a  medium 
for  the  exchange  of  goods.  Indeed,  in  no  other  way,  can  one 
clearly  see  how  large  city  banks,  without  issuing  a  single  note, 
can  supply  their  customers  with  a  perfectly  satisfactory  medium 
of  exchange.  Such  a  currency  is  readily  supplied  through  the 
deposits  of  a  bank,  on  which  checks  are  drawn. 

A  manufacturer  may  have  a  stock  of  hardware,  and  yet  he 
needs  a  means  of  payment  at  the  present  moment.  If  he  has 
sold  goods  on  ninety  days'  time,  and  needs  means  to  pay  a  note 
maturing  tomorrow  for  materials  used  in  his  factory,  he  can 
present  his  evidence  of  sale  of  this  property  to  a  bank  and  get 
it  changed  into  means  of  payment.  The  value  of  goods  expressed 
in  terms  of  money  (the  common  denominator)  is  by  the  bank 
converted  into  means  of  meeting  obligations,  so  that  goods  may 
be  exchanged  against  goods.  This  is  the  preeminent  service  which 
the  banks  render  to  society.  The  process  is  simple.  The  sale  of 
the  goods  creates  a  bill  drawn  on  the  purchaser  for,  say,  ninety 
days ;  the  manufacturer  takes  this  claim  for  a  given  sum  due  in 
the  future,  and  sells  it  to  the  bank  in  return  for  the  right  to  draw 
on  the  bank  immediately.  That  is,  the  loans  of  the  bank  (on 
the  side  of  resources)  are  increased  by  this  bill ;  and  a  deposit 
on  the  liabilities  side  is  credited  to  the  borrower.  Now  it  by  no 
means  follows  that  the  borrower  (who  is  now  technically  a 
depositor  to  the  amount  of  his  loan)  will  take  his  deposit  away. 
All  he  wishes  is  that  the  value  of  the  goods  sold  may  be  utilized 
in  the  form  by  which  hccan  pay  tomorrow's  maturing  note.  By 
drawing  a  check  on  the  bank  in  favor  of  his  creditor  he  transfers 
to  another  the  right  to  draw  on  demand,  and  his  debt  is  paid. 
The  granting  of  the  loan  by  the  bank  depends  upon  the  bor- 
rower's possession  of  or  capacity  to  obtain  property ;  whether, 
after  the  loan  is  granted  in  the  form  of  a  deposit,  actual  money 
will  be  drawn  out,  or  whether  this  right  to  draw  will  be  passed 
about  on  paper  from  one  to  another  depends  entirely  upon  the 
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business  habits  of  the  bank's  customers.  In  our  chief  cities  the 
right  of  drawing  out  cash  is  seldom  exercised,  because  payments 
can  be  more  expeditiously  and  safely  performed  by  transferring 
the  title  to  the  deposit. 

The  real  function  of  a  bank  is  thus  to  assist  the  man  of  busi- 
ness who  has  property,  and  whose  credit  is  good  where  known, 
to  secure  an  advance  of  current  funds  which  he  can  use  in  his 
business.  Those  selling  commodities  to  him  may  not  be  willing 
to  let  him  owe  them,  for  they  may  not  know  what  his  credit  is, 
or  even  if  they  do,  may  insist  on  being  paid  because  they  need 
the  money,  and  those  to  whom  they  must  make  payments  would 
not  know  the  merchant's  credit,  and  hence  would  not  be  willing 
to  take  his  notes.  They  know  the  bank,  however,  and  are 
willing  to  have  it  owe  them  (either  as  evidenced  by  bank  notes 
or  deposits),  because  they  know  that  the  customs  of  the  com- 
munity make  such  bank  liabilities  a  form  of  money.  The  mem- 
bers of  the  community,  therefore,  are  willing  to  leave  funds  with 
a  bank  which  they  can  call  for;  and  on  the  strength  of  these, 
and  with  the  aid  of  the  bank's  capital  as  a  guarantee,  the  bank 
makes  the  advance  to  the  merchant  who  needs  means  of  pay- 
ment. The  bank's  promises  are  convenient  and  useful  to  the 
community,  since  they  are  currency,  while  an  individual's 
promises  are  not  usually  sufficiently  well  known  or  guarded  ;  and 
third,  the  one  is  more  acceptable  and  valuable  than  the  other. 
For  this  reason  the  merchant  is  willing  to  pay  the  bank  for  giv- 
ing him  immediate  means  of  payment  for  his  note,  even  though 
what  he  receives  may  be  only  the  bank's  promise  instead  of  his 
own.  So  long  as  the  bank's  promises  are  convertible  into  money 
and  are  accepted  by  the  public  as  equally  as  good  as  money  and 
even  more  convenient,  they  are  currency  and  means  of  payment, 
which  his  own  promises  are  not. 

88.  In  this  way,  then,  a  man  having  property,  readily  salable, 
can  borrow  upon  the  strength  of  it,  get  the  value  of  that 
property  converted  into  means  of  payment,  expressed  in  terms 
of  the  standard,  and  exchange  it  for  other  forms  of  property 
which  he  most  needs  at  the  moment  in  his  business ;  and  all  this 
is  swiftly  and  conveniently  done  by  creating  a  deposit  and  giving 
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the  right  to  draw  on  it.  It  is  a  highly  efficient  medium  of 
exchange — indeed  the  most  efficient,  and  the  most  largely  used 
at  this  time  by  the  business  men  of  the  United  States.  The  value 
of  wheat  shipped  from  Chicago  to  New  York  appears — expressed 
in  terms  of  money — in  a  bill  at  a  New  York  bank  to  be  traded 
against  a  similar  title  to  dry-goods  tra^veling  west  from  New 
York.  And  the  exchanges  take  place  through  deposits  and  trans- 
fer of  rights  to  draw  on  deposits.  Anyone  may  now  see  how  the 
deposits  of  a  commercial  bank  are  enormously  increased  by  the 
result  of  granting  loans.  It  does  not  at  all  follow  that  deposits 
were  originally  formed  out  of  money  left  with  the  bank.  In 
most  cases  the  balances  deposited  are  simply  checks  transferring 
claims  on  deposits  created  by  loans.  In  England  and  the  United 
States,  in  normal  times,  the  loans  and  deposits  move  together, 
and  their  sums  roughly  correspond ;  because  in  these  countries 
the  habit  of  using  checks  on  deposits  is  highly  developed,  as 
contrasted  with  the  continent  of  Europe  (or  rural  districts  in  our 
own  country),  where  note-currency  is  largely  used. 

89.  When  we  consider  the  operations  of  a  bank,  then, 
it  is  evident  that  the  institution  can  do  its  work  equally 
well  either  by  notes  or  deposits.  It  is  for  the  community, 
by  its  own  business  habits,  to  determine  which  shall  be  used ; 
from  the  view  of  profit  to  the  bank  it  makes  no  difference  which 
is  used.  It  also  follows  clearly  enough  that  expansion  and 
speculation  are  equally  possible  under  either  form  of  currency 
created  by  the  bank.  The  essential  point  lies  in  the  discounts. 
If  a  speculative  mania  seizes  the  public  and  loans  are  made 
on  property  which  turns  out  eventually  not  to  be  worth  what 
it  seems  to  be,  then  the  liabilities  created  on  the  basis  of  these 
assets  may  be  unduly  expanded  whether  the  liabilities  are  notes 
or  deposits.  This  has  been  illustrated  by  history.  In  the  United 
States  before  1837-1839  careless  lending  produced  an  expansion 
of  notes  because  notes  were  the  kind  of  currency  the  public  then 
demanded.  In  England,  before  1844,  it  was  also  urged  that  spec- 
ulation and  expansion  were  due  to  the  issue  of  notes.  In  1844, 
the  Issue  Department  of  the  Bank  of  England  was  entirely 
separated  from  the  Banking  Department;  and  while  its  notes 
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can  no  longer  be  increased  except  by  deposit  of  gold,  the  deposit- 
currency  provided  by  the  Banking  Department  has  been  expanded 
in  times  of  over-trading  quite  as  certainly  as  under  the  old  form 
of  note-issues.  Without  going  into  details,  it  is  sufficient  to 
point  out  the  error  of  supposing  that  by  controlling  the  issue  of 
notes  alone  expansion  of  the  currency  can  be  prevented.  So  far, 
however,  as  notes  are  the  necessary  currency  of  certain  parts  of 
the  country,  they  will,  of  course,  be  the  form  through  which  any 
expansion  must  necessarily  take  place. 


DEPOSIT  CURRENCY. 

90.  The  process  by  which  a  highly  efficient  medium  of 
exchange  is  created  by  means  of  bank  deposits  has  already  been 
described.  But  its  influence  on  the  problems  under  discussion 
is  not  so  generally  admitted  as  it  should  be.  If  properly  under- 
stood, those  persons  who  profess  to  regard  with  favor  a  medium 
of  exchange  which  expands  easily  in  time  of  need  should 
heartily  favor  a  sound  banking  system  out  of  which  an  efficient 
and  expanding  currency  arises.  The  characteristics  of  this  cur- 
rency were  clearly  understood  by  Hamilton  in  1790: 

**  Every  loan  which  a  bank  makes  is,  in  its  first  shape,  a  credit 
given  to  the  borrower  in  its  books,  the  amount  of  which  it  stands 
ready  to  pay,  either  in  its  own  notes,  or  in  gold  or  silver,  at  his 
option.  But,  in  a  great  number  of  cases,  no  actual  payment  is 
made  in  either.  The  borrower  frequently,  by  a  check  or  order, 
transfers  his  credit  to  some  other  .person,  to  whom  he  has  a  pay- 
ment to  make ;  who,  in  his  turn,  is  as  often  content  with  a  similar 
credit,  because  he  is  satisfied  that  he  can,  whenever  he  pleases, 
either  convert  it  into  cash  or  pass  it  to  some  other  hand,  as  an 
equivalent  for  it.  And  in  this  manner  the  credit  keeps  circulat- 
ing, performing  in  every  stage  the  office  of  money,  till  it  is 
extinguished  by  a  discount  with  some  person  who  has  a  payment 
to  make  to  the  bank  to  an  equal  or  greater  amount." 

The  same  understanding  also  appeared  in  the  statement  of 
the  Bank  Commissioners  of  Massachussetts : ' 

**  By  far  the  most  operative  of  the  causes  which  have  dimin- 
ished the  circulation  of  bank  bills  has  been  the  increased  use  of 
deposits,  bills  of  exchange,  and  drafts.  To  keep  a  bank  account 
was  once  the  badge  of  a  large  mercantile  business  ;  it  is  now  the 
habit  of    most    shopkeepers,   mechanics   doing   a  considerable 

'  Report  of  Massachusetts  Bank  Commissioners  (J.  F.  Marsh,  Wm.  D.  Forbes,  and 
George  Walker),  October  15,  i860,  Executive  Document  No,  77,  pp.  47-8,  XXXVI 
Congress,  Second  Session. 
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business,  and  professional  men.  Bank  deposits  are,  properly 
speaking,  a  part  of  the  currency;  and  for  that  reason  our  law 
wisely  places  them  on  a  footing  with  bank  bills  in  providing  a 
specie  basis  for  their  redemption.  This  is  a  truth  not  always 
recognized,  and  sometimes  even  denied ;  but  a  moment's  reflec- 
tion upon  the  characteristics  and  functions  of  both  deposits  and 
bank  bills  will  show  that  while  they  differ  in  the  manner  in  which 
their  value  is  evidenced,  and  their  transfer  accomplished,  they  do 
not  di£fer  in  intrinsic  character.  Considered  as  a  whole,  deposits 
grow  out  of  the  discounting  of  paper,  precisely  as  does  the  issue 
of  bills;  like  them,  they  are  capable  of  performing  every  oper- 
ation of  payment,  and  may  effect  a  countless  number  of  pay- 
ments without  any  redemption  being  made  of  them  by  the  bank ; 
the  only  difference  being  that  the  transfer  of  bills  is  by  manual 
delivery,  while  that  of  deposits  requires  a  registration  by  the 

bank  to   perfect  it By  the    use   of  deposits  the    bank 

derives  a  profit,  precisely  as  by  the  issue  and  circulation  of  bills; 
like  bills,  they  are  payable  by  the  bank  on  demand  in  specie, 
and  any  unusual  withdrawal  of  them  affects  the  bank  precisely  as 
an  unusual  demand  for  the  redemption  of  its  bills  would  do. 
The  suspension  of  specie  payments  by  the  banks  of  the  city  of 
New  York  in  October  1857,  which  led  to  a  similar  suspension 
throughout  this  State,  was  not  caused  by  the  presentation  of  bills 
for  redemption,  but  by  the  withdrawal  of  deposits." 

91.  And  yet  during  the  early  part  of  our  history  there  was 
little  consideration  given  to  the  deposit  currency,  largely  because 
the  country  as  a  whole  was,  speaking  generally,  then  in  the  state 
of  our  present  rural  districts  where  note-issues  and  not  deposit 
currency  are  chiefly  required.  As  a  consequence,  legislation 
directed  against  bank  expansion  was  concentrated  solely  upon 
note-issues.  This  has  been  fully  explained  by  Professor  Dun- 
bar,' as  follows : 

"  Besides  the  apparent  ease  of  legislating  upon  note-issues 
and  the  obvious  difliculty  of  legislation  upon  deposits,  the  notes 
were,  in  the  earlier  decades  of  our  history,  the  more  important 

'"Deposits  as  Currency,"  Quarterly  Journal  of  Economics^  vol.  i,  July  1887.  The 
subseqaent  extracts  are  also  taken  from  the  same  admirable  paper. 
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of  the  two.  The  comparative  sparseness  of  population  and  the 
imperfect  development  of  the  banking  habit,  in  a  new  and  more 
slowly  advancing  country  and  in  a  less  advanced  age  than  the 
present,  created  an  early  preference  for  the  currency  which 
passes  from  hand  to  hand,  and  discouraged  the  use  of  that  which 
implies  a  resort  to  the  bank.  Even  in  the  abnormal  years  1809 
and  181 1,  when  all  business  was  stagnant  as  the  result  of  the 
embargo  and  subsequent  non-intercourse,  the  note-circulation  of 
the  Bank  of  the  United  States  was  little  below  its  debt  to  indi- 
vidual depositors,  as  shown  by  the  only  statements  of  that  instw 
tution  ever  given  to  Congress ;  and,  in  the  accounts  even  of  the 
best  developed  state  banks  of  that  date,  the  notes  have  clearly 
the  first  place.  The  figures  collected  by  Gallatin  for  1820  and 
1829  show  the  same  preponderance  of  note  circulation.  The 
returns  collected  by  the  Treasury  for  many  years,  under  the 
resolution  of  July  1832,  show  that  it  was  not  until  1855  that  the 
deposits  of  the  banks,  taken  in  the  aggregate,  rose  above  their 
circulation.  Even  under  such  special  circumstances  as  those  of 
Massachussetts,  the  notes  continued  to  be  the  more  important 
element  until  1858,  with  the  exception  of  an  irregular  period 
from  1806  to  1823,  and  two  or  three  scattered  years  of  excep- 
tional conditions." 

**And  not  only  were  the  notes  practically  the  more  impor- 
tant during  these  years,  but  events  riveted  the  attention  of  the 
public  upon  them.  The  suspension  of  specie  payments  at  the 
close  of  the  second  war  with  Great  Britain,  the  history  of  the 
second  bank  of  the  United  States  and  the  struggle  for  its 
re-charter,  and  the  hard-money  movement  which  finally  led  to 
the  independent  treasury  system,  all  tended  to  keep  the  notes 
in  the  foreground,  and  to  give  the  impression  that  banking  was 
synonymous  with  note  issue,  as  the  old  acts  of  Parliament 
treated  it.  The  long-continued  suspension  of  1861  and  the  later 
controversies,  turning  primarily  on  the  questions  raised  by  the 
greenbacks,  but  involving  the  bank  notes,  have  easily  and  natur- 
ally followed  the  same  line." 

92.  The  rapid  growth  of  the  deposit  currency,  which  was  out 
of  all  proportion  to  the  growth  of  banking  capital,  and  to  the 
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quantity  of  national  bank  notes  issued,  is  to  be  seen  in  the  reports 
of  the  Comptroller  of  the  Currency.  These  reports  show  how 
admirably  this  species  of  currency  seems  to  have  served  the 
interests  of  the  community,  since  this  expansion,  at  the  expense 
of  notes,  could  have  taken  place  only  by  the  voluntary  choice  of 
the  business  public,  arising  out  of  its  own  conception  as  to  what 
was  most  convenient.     The  figures'  are  given  since  1875. 
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93.  This  highly  efficient  currency  is  certainly  present  in  very 
large  amounts  —  much  larger  than  any  other  medium  of  exchange. 
But  the  one  quality  which  characterizes  it  in  a  preeminent  degree 
is  its  elasticity.  And  on  this  point  we  cannot  do  better  than 
quote  again  the  words  of  Professor  Dunbar: 

'  The  table  tupplied  by  Professor  Dunbar  to  1886,  bu  been  continued  to  the 
preieol  time. 

OmptralUt't  Report,  1897,  pp.  571.  572,  and  Financt  Report,  tS93.  P-  532- 
*  Etiimated. 
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**  It  adapts  itself  to  the  demand  of  the  moment  without  visi- 
ble effort,  and  either  by  expansion  or  contraction,  as  the  case 
may  be ;  and  it  does  this  quite  irrespective  of  legislative  purpose 
or  guidance.  From  the  figures,  indeed,  the  conclusion  is  irre- 
sistible that,  if  for  any  reason  the  creation  of  deposit  currency 
through  the  agency  of  the  national  banks  is  hindered  or  limited, 
it  will  make  its  growth  by  means  of  state  banks ;  and,  if  not  by 
these,  then  by  a  system  of  private  banking,  which  no  legislation 
can  touch,  until  the  government  shall  assume  the  power  of 
declaring  whether  A  may  owe  B  or  not.  The  growth  of  this  kind 
of  credit  may  be  guided  and  it  may  be  made  more  or  less  sound 
according  to  the  wisdom  of  legislation.  The  stability  of  the 
standard  to  which  its  value  relates  is  wholly  within  legislative 
control,  and  the  continuity  of  the  test  of  its  solvency  by  refer- 
ence to  that  standard  is  within  the  scope  of  legislative  influence. 
But,  whether  the  legislation  be  good  or  bad,  here  is  the  adjusta- 
ble part  of  our  system  of  credit  currency,  and  the  part  of  it 
which  will  continue  to  adjust  itself  to  the  scale  of  the  transac- 
tions to  which  current  business  naturally  gives  rise." 

94*  "And,  in  view  of  the  extraordinary  growth  of  this  kind 
of  credit  currency,  the  mere  question  of  the  amount  of  national 
bank  notes  in  circulation  sinks  into  insignificance,  and  with  it 
the  question  whether  their  place  must  be  made  good  by  other 
descriptions  of  paper,  as,  for  example,  by  greenbacks.  There  is 
a  real  question  as  to  the  convenience  of  using  coin,  in  place  of  a 
part  of  the  paper  which  the  community  uses  in  its  small  trans- 
actions ;  there  is  a  question  as  to  the  wisdom  of  depriving  a 
great  system  of  banks  of  the  ability  to  supply  whichever  form 
of  credit  may  be  required  by  the  public ;  and  there  is  a  grave 
question  as  to  having  any  larger  part  of  our  credit  currency,  or 
any  part  of  it,  subject  to  control  as  regards  its  amount,  by  any 
legislative  body  whatever.  But  as  regards  the  mere  question  of 
contraction,  still  sometimes  brought  forward  with  respect  to  the 
paper  currency,  the  grounds  for  it  have  ceased  to  exist.  For, 
besides  the  fact  that  since  resumption  specie  has  come  in  and 
must  continue  to  come,  through  an  ever  open  door,  to  make 
good    any    deficiency   of    circulating    medium,    the    growth   of 
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deposits  has  covered  many  times  over  all  loss  in  the  amount  of 
paper  circulation.  Indeed,  we  may  go  farther,  and  say  that  if 
the  United  States  government  were  to  pay  off  every  legal  tender 
note,  and  if  every  bank  note  were  to  be  withdrawn,  these  changes 
would  produce  no  real  contraction  of  the  currency.  With  specie 
thus  brought  into  common  use  for  smaller  and  everyday  trans- 
actions, we  should,  it  is  true,  have  a  currency  far  less  convenient  , 
for  its  minor  uses,  and  we  should  no  doubt  see  the  use  of  the 
deposit  and  check  system  thus  carried  prematurely  into  classes 
of  transactions  and  into  sections  of  country  where  the  note  now 
meets  a  popular  demand ;  but,  as  regards  the  mass  of  exchanges 
from  which  the  business  condition  of  the  country  at  any  given 
time  takes  its  tone,  we  should  find  them  carried  on  as  now,  by  a 
creation  of  bank  credits  on  whatever  scale  the  needs  of  the  time 
might  require.  In  fact,  so  soon  as  specie  payments  were  firmly 
established  and  the  value  of  credit  currency  was  settled,  by  its 
assured  conversion  at  pleasure  into  a  solid  medium,  contraction 
ceased  to  be  any  proper  object  of  dread.*' 

**  Upon  this  point  sufficient  evidence  is  presented  by  the  oper- 
ations of  the  national  banks  since  the  resumption  of  specie  pay- 
ment. Of  these  operations,  the  great  results  are  clearly  shown 
in  the  diagram  issued  with  the  Comptroller's  report  for  1886.' 
Inspection  of  this  diagram  shows  an  enormous  expansion  of 
the  general  scale  of  transactions  by  the  banks  since  1879.  This 
expansion  has  come  only  in  a  moderate  degree  from  the  applica- 
tion of  new  banking  capital ;  it  has  come  in  spite  of  the  sinking 
of  the  line  which  describes  the  changes  in  circulation,  and  chiefly 
from  the  sharp  rise  of  the  line  of  deposits  during  the  flush 
period  from  April  1879,  to  December  188 1,  and  again  from  the 
fall  of  1884  to  the  present  time  [with  the  exception  of  the  period 
of  depression  beginning  with  1893].  The  elastic  power  of  the 
deposit  currency,  and  the  certainty  with  which  it  fills  the  void 
left  by  the  disappearance  of  paper,  could  not  be  illustrated  better 
than  by  the  soaring  of  [the  line  for  deposits]  as  the  [one  for 
circulation]  sinks,  upon  [the  Comptroller's]  chart." 

'  The  diagram  given  by  the  Comptroller  in  1886  is  continued  in  the  Report  for 
1897.     For  reproduction  of  this  diagram  see  p.  207  of  the  present  volume. 
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95.  **The  legitimate  inference  from  these  considerations  is  not, 
however,  that  the  disappearance  of  the  bank  note,  or  the  substitu- 
tion of  government  paper  for  it,  is  to  be  viewed  with  indifference. 
The  business  of  a  country  in  which  the  banking  habit  is  firmly 
seated,  will,  it  is  true,  find  a  medium  of  exchange,  and  in  the 
amount  needed  ;  but  it  is  of  great  consequence  that  the  medium 
used  should  be  made  up  of  the  kinds  most  convenient  for  the 
use  of  the  community,  and  divided  between  those  kinds  in  the 
proportions  most  convenient.  This  question  of  proportion  is  one 
which  no  combination  of  counselors,  public  or  private,  can  deter- 
mine. No  legislature  and  no  conclave  of  bankers  can  say  that 
the  people  of  the  United  States  require  any  given  amount  of 
notes  for  the  management  of  their  exchanges.  The  amount 
which  is  sufficient  this  year  may,  and  almost  certainly  will,  be 
either  insufficient  or  in  excess  the  next  ;  and  it  is  partly 
from  a  sense  of  the  absolute  inability  of  any  human  foresight  to 
deal  with  this  problem,  that  we  owe  the  multitude  of  schemes 
proposed  in  years  past  *to  adapt  the  amount  of  the  [paper] 
currency  to  the  needs  of  the  country.'  " 

96.  **  Left  to  itself,  the  country  settles  this  problem  of  propor- 
tion in  a  natural  way,  by  the  demand  which  each  individual  using 
a  credit  currency  of  any  kind  will  make  for  notes  or  for  a  deposit 
account,  as  his  special  conditions  may  require.  But,  in  order 
that  this  natural  process  should  go  on  easily  and  withoutinconven- 
ience  to  the  community,  it  is  requisite  that  the  banks  or  bankers 
with  whom  individuals  deal  when  obtaining  loans  or  receiving 
payments  should  have  the  ability  to  respond  to  demand  in  either 
form  ;  in  other  words,  that  the  creditor  of  the  bank  or  banker 
should  be  able  to  receive  the  evidence  of  his  claim  in  the  one 
form,  if  he  expects  to  use  it  in  large  operations  or  in  a  closely 
settled  community,  or  in  the  other,  if  in  small  operations  or 
where  hand-to-hand  dealings  are  the  rule,  and  that  the  lender 
should  find  his  profit  equally  in  responding  to  either  demand. 
It  is  only  by  being  allowed  to  take  one  or  the  other  form,  as 
occasion  requires,  that  a  given  mass  of  bank  credit  can  perform 
its  functions  with  the  maximum  of  public  advantage.  There 
may  be  sound  reasons  of  a  different  order  for  not  giving  the 


DEPOSIT  CURRENCY  1 7  9 

power  of  issue  in  both  forms  to  every  company  or  individual 
carrying  on  the  business  of  banking  ;  in  other  words,  the  ideal 
of  a  perfectly  free  system  of  banking  is  no  doubt  beyond  reach; 
— but  that,  for  the  greatest  advantage  of  the  public,  the  issue  of 
notes  by  banks  should  be  widely  enough  diffused  to  present  in 
every  considerable  district  which  uses  banking  facilities  at  all 
the  easy  choice  between  the  two  methods  of  using  credit,  seems 
to  be  beyond  dispute.  This  choice  is  given  only  when  the  power 
of  issue  is  substantially  in  the  same  hands  which  control  the 
loans  and  the  business  of  banking  generally.  It  is,  in  fact, 
one  of  the  great  services  rendered  by  the  national  banking  sys- 
tem that,  for  a  most  critical  quarter-century,  it  carried  note-issue 
and  deposit  banking  side  by  side  throughout  the  greater  part  of 
the  country,  under  the  management  of  a  class  of  remarkably 
sound  institutions,  giving  to  the  community  many  of  the  benefits 
of  free  banking,  with  the  minimum  of  its  risks.  As  a  substitute 
for  this  system,  the  issue  of  notes  by  the  Treasury  is  as  little  to 
the  purpose  as  the  striking  of  coins  by  the  mint  ;  nor  is  there  any 
machinery  by  which  the  operations  of  the  Treasury  can  be  made 
tc  perform  the  desired  office.  Happily,  those  operations  are 
quite  distinct  from  the  commercial  movement  of  the  country, 
and  are  unsuited  by  their  nature  for  any  closer  connection  with 
it,  even  if  such  connection  were  expedient." 


EXPANSION  OF  NOTE  ISSUES. 

97.  The  issue  of  bank  notes  is  frequently  regarded  as  a 
means  by  which  banks  exercise  an  injurious  influence  upon  the 
commercial  community.  This  is  one  of  several  ideas  which  seem 
to  proceed  from  an  incorrect  analysis  of  the  nature  of  the  bank- 
note. These  may  be  divided  into  two  general  groups  represent- 
ing (i)  the  assumption  that  notes  can  be  issued  and  maintained 
in  circulation  to  any  amount  by  banks  at  will,  and  (2)  the  belief 
that  these  notes  have  a  direct  influence  upon  business  conditions 
and  tend  to  bring  on  commercial  crises. 

98.  The  idea  that  notes  can  be  issued  by  banks  to  any 
amount  proceeds  from  an  ignorance  of  the  methods  of  banking. 
No  legitimate  bank  would  distribute  its  notes  without  receiving 
in  exchange  equivalent  values,'  nor  could  it  get  them  into  circu- 
lation and  keep  them  out,  unless  persons  desirous  of  exchanging 
such  values  for  the  notes  presented  themselves.  It  might  be 
said  that  the  bank  could  pay  them  out  in  discharge  of  its  debts, 
its  expenses,  etc.  This,  however,  could  not  be  done  unless  by 
the  consent  of  those  whom  it  owed.  And,  inasmuch  as  the  bank 
would  not  legitimately  be  in  debt,  or  have  such  expenses,  except 
for  the  inconsiderable  matter  of  services  or  office  furniture,  etc., 
such  payments  would  in  any  case  be  small  in  amount.  In  gen- 
eral, then,  it  may  be  said  that,  in  ordinary  business,  the  notes 
can  be  issued  only  if  there  are  borrowers  who  are  willing  to 
accept  them,  and  they  can  be  kept  in  circulation  only  if  those 

'  In  this  discussion,  the  question  of  wilful  fraud  and  issue  of  notes  by  banks  with- 
out receiving  (supposedly)  valuable  assets  in  exchange  therefor  has  been  omitted 
Even  in  such  cases  the  security  of  the  currency  would,  under  the  plan  of  the  Commis- 
sion, be  fully  assured.  This  will  appear  at  a  later  point.  Protection  to  the  other  banks 
of  the  system  could,  of  course,  be  obtained  in  such  cases  only  by  suitable  regulations 
governing  examination,  inspection,  reports,  etc.,  and  above  all  by  giving  to  the  Comp- 
troller authority  to  grant  bank  charters  only  in  instances  where  he  is  well  satisfied  that 
the  incorporators  of  the  bank  are  honest  in  their  intentions.  Such  discretion  lodged 
in  the  hands  of  the  Comptroller  would,  however,  if  intelligently  exercised  by  him,  be 
a  sufficient  protection  against  fraud  or  wilful  issue  of  notes  without  security. 
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to  whom  they  are  paid  have  use  for  them  as  currency  and  con- 
sequently do  not  deposit  them  or  present  them  for  redemption. 
Though  the  amount  of  bank-notes  for  which  the  public  thus  has 
use  varies  from  time  to  time,  it  is  unquestionably  true  that  at 
any  given  time,  with  the  business  conditions  then  existing,  this 
amount  is  something  quite  definite,  and  any  issue  in  excess 
thereof  will  be  returned  to  the  banks  for  redemption  or  deposit. 
Consequently,  though  the  notes  are  put  into  circulation  through 
the  mechanism  of  loaning  them  to  borrowers,  it  is  nevertheless 
true  that  banks  cannot  increase  their  note  issues  by  such  loans 
— no  matter  how  many  borrowers  may  present  themselves — 
unless  there  is  a  willingness  on  the  part  of  the  public  to  absorb 
and  use  increased  amounts  of  bank-notes.  For  otherwise  the 
notes  paid  out  to  a  borrower  today  will  be  returned  to  the  bank 
for  redemption  or  deposit  tomorrow,  and  the  result  would  not 
be  a  loan  met  by  notes,  but  a  loan  met  by  cash  from  the  bank's 
reserve  or  by  the  creation  of  a  deposit  account.  In  this  way 
the  loans  of  a  bank  beyond  the  amount  of  its  capital  are  limited 
by  whatever  it  can  borrow  through  its  notes  or  deposits  (in 
excess  of  such  portion  thereof  as  it  requires  for  a  cash  reserve), 
and  not,  as  sometimes  supposed,  its  notes  and  deposits  by  its 
loans. 

99*  The  amount  of  deposits  standing  to  the  credit  of  indi- 
viduals on  the  books  of  the  bank  must  be  regulated  in  a 
similar  way.  In  a  previous  section  (87)  the  identity  of  the  note 
and  deposit  has  been  pointed  out.  Neither  note  nor  deposit  will 
be  created  save  in  response  to  a  demand  from  the  business  public 
and  both  fulfill  the  same  purpose.  Whatever  objection  applies 
to  the  too  great  increase  of  the  one  applies  equally  to  the  over- 
expansion  of  the  other.  There  is  therefore  no  special  or  peculiar 
danger  in  the  over-issue  of  notes,  not  existing  in  the  case  of 
deposits.  It  should  also  be  remembered  that  at  the  present 
time  the  part  played  by  notes  relatively  to  deposits  is  unim- 
portant. Since  deposits  and  notes  are  alike  forms  of  purchasing 
power  and  since  the  deposit  is  now  so  much  more  extensively 
used  than  the  note,  the  absolute  danger  from  the  over-expansion 
of  deposit-liabilities  is  immensely  greater  than  that  of  the  over- 
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issue  of  notes.  Not  only  are  bank  notes  at  the  present  time 
quite  unimportant  when  compared  with  deposits  (in  the  United 
States  and  Great  Britain  at  least),  but,  with  modern  restrictions 
on  the  issue  of  notes,  the  expansion  of  this  form  of  liability  to 
anything  like  equal  importance  with  the  deposit-liability  is 
impossible. 

This  may  be  clearly  seen  from  the  following  computation ; 
which  represents  the  situation  of  a  bank  of  1 100,000  capital 
operating  under  a  system  where  its  note-issues  are  limited  to  80 
per  cent,  of  the  capital  as  recommended  by  the  Commission. 
The  bank  may  be  supposed  to  do 

1.  A  deposit  business  only. 

2.  A  note-issue  business  only. 

3.  Both  a  deposit  and  a  note-issue  business. 

I.  Suppose  that  the  bank  has  a  capital  of  {100,000,  paid  up 
in  cash ;  that  it  issues  no  notes,  and  that  it  receives  no  deposits 
of  actual  cash,  but  that  it  utilizes  its  capital  as  a  25  per  cent, 
reserve  against  the  deposits  which  it  creates  in  the  process  of 
making  loans.  Under  these  conditions  this  bank  could  make 
loans  amounting  to  $400,000,  its  situation  being  as  follows : 


Resouroes 

Liabilities 

Specie,     -        -        - 

$100,000 

Capital,     - 

- 

$100,000 

Loans  and  discounts, 

400,000 

Deposits 

m                        m 

-       400,000 

$500,000  $500,000 

II.  Suppose  that  the  bank  has  no  deposits  at  all  but  issues 
notes,  under  the  plan  proposed  in  this  Report,  to  the  amount  of 
80  per  cent,  of  its  capital,  holding  a  25  per  cent,  reserve.  It 
could  then  loan,  in  addition  to  the  t8o,ooo  notes,  the  balance  of 
its  capital  after  deducting  the  {20,000  necessary  to  keep  as  a 
reserve.     Its  situation  would  then  be : 

Retoiuoes  Liabilities 

Specie,     -         -         -         $  20,000  Capital,     -        -         -       $100,000 

Loans  and  discounts,     -      160,000  Notes,  .        -        -        -       80,000 


$180,000  $180,000 

III.  Should  this  bank  do  both  a  note  and  deposit  business, 
notes  to  the  amount  of  S8o,ooo  being  issued  and  25  per  cent. 
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reserve  being  held  against  both  deposits  and  notes,  its  accounts 
would  stand  thus : 

Resources  Liabilities 

Specie,     -         -         -         $100,000              Capital,     -         -         .  $100,000 

Loans  and  discounts,     -      400,000             Notes,  ....  80,000 

Deposits,  -        -        -  320,000 


$500,000  $500,000 

This  is  precisely  the  situation  found  to  exist  in  supposition  I, 
save  that  some  of  the  loans  are  now  made  by  means  of  a  note- 
issue.  It  thus  appears  that  the  possibility  of  expansion  would 
not  be  increased  by  the  note-issue. 

100.  The  responsibility  for  any  injury  from  over-expansion, 
moreover,  lies  with  the  public.  It  has  just  been  seen  that  the 
creation  of  note-  and  deposit-liabilities  occurs  only  in  response 
to  a  demand  from  the  side  of  the  public.  In  the  same  way  the 
cancellation  of  them  is  entirely  within  the  power  of  the  public. 
If  either  notes  or  deposits  increase  to  an  extent  which  the  public 
finds  greater  than  it  needs,  their  cancellation  will  be  required  of 
the  bank  through  the  mechanism  of  redemption  ;  and  in  general 
cancellation  will  be  so  required,  since  to  keep  an  unnecessarily 
large  volume  of  them  in  existence  involves  a  loss  of  interest  to 
the  community.* 

But  whatever  the  dangers  of  an  over-expansion  of  notes  and 

'  It  is  true  that  convenience  may  dictate  the  holding  of  some  purchasing  power 
for  a  time  idle.  The  notes  being  immediately  available  as  money,  and  it  being  pos- 
sible to  use  them  on  many  occasions  where  checks  could  not  be  utilized,  there  is  a  pos- 
sibility that  they  maybe  kept  in  the  pockets  of  the  people  who  use  them,  for  a  consid- 
erable time,  and  thus  be  assured  a  long  period  of  circulation  before  they  are  returned  to 
the  bank  for  payment.  The  length  of  this  period,  however,  is  often  overestimated  and 
it  is  seldom  recognized  that  the  liability  created  in  the  form  of  a  deposit  is  also  likely  to 
remain  a  long  time  inactive  before  it  is  checked  upon  or  transferred  to  others.  Scarcely 
more  than  one-fifth  of  the  aggregate  deposits  of  the  country  are  daily  checked  upon. 
At  this  rate  it  would  therefore  require  five  days  to  move  the  whole  mass.  But  this 
one-fifth  is,  in  very  large  proportion,  the  most  active  part  of  the  deposits,  while  on  the 
other  hand  there  are  many  mere  transfers  in  which  the  bank  simply  alters  a  book 
credit,  and  is  not  obliged  to  redeem  a  check  either  by  the  payment  of  cash  or  by  off- 
setting it  against  checks  on  other  banks  which  may  have  been  deposited  with  it. 
There  is  thus  quite  as  great  a  possibility  that  owners  of  claims  against  banks  in  the  form 
of  deposits  may  for  some  time  refrain  from  demanding  the  cancellation  of  these  claims 
as  in  the  case  of  owners  of  claims  in  the  form  of  notes. 
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deposits  may  be,  the  two  considerations  just  indicated  should 
constantly  be  borne  in  mind,  (i)  the  extent  to  which  these  lia- 
bilities will  be  created  cannot  be  increased  except  in  response 
to  the  demand  of  the  community,  and  (2)  the  return  of  its 
promises  to  the  bank  for  redemption  is  dependent  wholly  upon 
the  desire  and  judgment  of  the  holders.  Both  notes  and  depos- 
its arise  mainly  from  the  loan  operations  of  the  bank.  The  fear 
of  the  increase  of  notes,  therefore,  amounts  merely  to  a  fear  of 
the  over-increase  of  bank  loans. 

loi.  A  question,  however,  then  arises  concerning  danger  of 
the  over-increase  of  bank  loans.  Without  inquiring  what  the 
influence  of  an  over-increase  of  bank  loans  in  assisting  to  bring 
on  a  crisis  may  be,  one  or  two  things  may  be  taken  as  estab- 
lished. It  has  been  shown  that  loans  leading  to  the  issue  of  notes 
would  be  no  different  from  loans  followed  by  the  creation  of 
deposit  liabilities,  and  that  the  danger,  if  any,  arising  from  the 
issue  of  notes  or  the  making  of  loans  represented  by  deposit 
liabilities  depends  chiefly  on  the  spirit  of  the  community  as  a 
whole.  It  may  be  argued  that  the  bank  should  act  as  a  regu- 
lator and  should  deter  the  community  from  carrying  on  business 
upon  a  defective  basis.  This  is  precisely  what  it  attempts  to  do. 
As  already  seen,  no  bank  will  make  a  loan  whether  in  cash,  or 
by  the  issue  of  notes,  or  by  the  creation  of  a  deposit  account 
unless  it  receives  in  exchange  property,  or  what  it  considers  a 
certainty  of  obtaining  property.  The  judgment  of  bank  mana- 
gers may  be  bad  and  they  may  in  consequence  grant  loans  upon 
over-valued  property,  as  a  result  of  which  they  may  be  unable 
to  collect  the  amount  due  them.  That  is  to  say,  they  may  pay, 
or  promise  to  pay,  something  without  receiving  an  equivalent, 
but  in  general  they  will  not  do  this.  Moreover,  if  redemption 
is  exacted  of  the  bank  at  every  step  as  it  goes  on  increasing  its 
liabilities,  it  will  be  absolutely  unable  to  enlarge  its  business  to 
an  unwarranted  extent.  Especially  will  it  be  unable  to  force 
into  circulation  more  notes  than  are  actually  demanded  by  the 
community  as  a  medium  of  exchange,  since  any  surplus  will  at 
once  come  back  to  the  bank  for  redemption.  The  real  danger 
is  that  the  bank  may  mistake  the  character  of  the  supposed 
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purchasing  power  in  the  hands  of  the  would-be  borrower  and 
may  lend  to  those  who  are  not  actually  in  possession  of  values 
to  an  equivalent  amount. 

102.  This  furnishes  a  clue  to  the  origin  of  the  fear  of  bank 
issues.  As  has  already  been  remarked,  this  fear  is  an  old  one.  It 
in  fact  developed  during  the  earlier  years  of  the  present  century 
at  a  time  when  the  note  was  the  principal  means  by  which  banks 
made  loans  and  when  the  use  of  deposits  was  still  in  its  infancy. 
In  this  period  the  mistakes  sometimes  made  by  banks  in  granting 
credit  became  confused  with  the  mechanism  by  which  it  was 
granted.  People  came  to  think  that  the  notes  themselves  and 
not  the  fact  that  they  did  not  represent  realizable  property  was 
the  cause  of  the  difficulties  ensuing  upon  a  speculative  period. 
This  idea  has  persisted  to  the  present  time.  The  outcome  of  the 
fear  of  expansion  of  bank-issues  was  seen  in  the  English  Bank 
Act  of  1844  in  which  the  conditions  of  the  issue  of  notes  were 
carefully  prescribed.  Yet  the  fact  that  the  difficulties  of  the 
situation  lay  deeper  than  the  mere  possibility  of  excessive  note- 
issues  may  be  seen  in  the  regular  recurrence  of  periodic  crises 
following  periods  of  industrial  over-excitement  in  England  since 
the  passage  of  the  bank  act  just  as  before  it. 
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103.  It  is  frequently  asserted  that  the  national  banks  secure 
an  exorbitant  profit  upon  their  note-circulation.  Many  argue 
that  the  prohibitory  tax  of  10  per  cent,  on  state  bank  issues 
which  confines  the  privilege  of  issuing  circulating  notes  to 
the  national  banks,  grants  a  monopoly  to  a  limited  number  of 
institutions  whereby  a  **  double  profit "  is  obtained,  ( i )  by  receiv- 
ing the  interest  upon  the  bonds  deposited  as  security  for  the 
notes,  and  (2)  the  interest  at  current  rates  on  the  notes  when 
issued  for  loans. 

At  the  very  outset,  however,  it  is  impossible  to  speak  of  a 
profit  arising  from  the  issue  of  notes  as  distinct  from  the  gen- 
eral operations  of  banking.  The  source  of  profit  resides  in  the 
discount  operation ;  in  the  process  of  buying  a  right  to  receive 
money  in  the  future  in  return  for  giving  an  immediate  right  to 
draw  means  of  payment.  The  extent  to  which  this  can  go  on  is 
limited  only  by  the  amount  of  resources  left  with  the  bank  by 
others  over  and  above  necessary  reserves.  The  lending,  or 
investing  of  these  amounts,  brings  a  profit.  It  is  sheer  igno- 
rance of  banking  operations,  therefore,  to  assert  that  the  banks 
make  a  profit  out  of  the  notes  issued.  It  is  true  that  one  form 
of  liability  by  which  loans  are  consummated  is  notes ;  but  the 
profit  could  be  made  equally  well  by  a  deposit  account,  without 
the  issue  of  a  single  note. 

The  only  possible  ground  for  saying  that  banks  make  a 
''double  profit"  is  the  fact  that  a  bank  loans  not  only  its  own 
capital,  but  also  any  funds  left  with  it  by  the  community  (uncov- 
ered by  necessary  reserves).  A  bank  lending  only  its  own 
capital  would  be  scarcely  more  than  a  loan  company ;  and 
would  earn  scarcely  more  than  enough  to  pay  expenses,  to  say 
nothing  of  dividends.  To  earn  ordinary  dividends  a  bank 
must,  by  some  means,  be  able  to  loan  funds  beyond  its  capital. 

If  it  can   issue  notes  which   remain  outstanding  at  a  regular 
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amount,  to  that  extent  it  thereby  gets  funds  from  the  community 
which  it  can  lend.  Or,  if  it  by  loan  operations  creates  deposits, 
which  are  not  drawn  out,  but  are  used  as  a  currency  by  means  of 
checks,  then  it  finds  itself  in  possession  of  funds  which  it  can 
loan  on  good,  short  time  paper. 

I04«  Where  banking  is  perfectly  free,  therefore,  and  goes  on 
subject  to  no  restriction,  the  profit  arir ing  from  a  loan  is  the 
same  whether  the  funds  retained  by  the  bank  are  balanced  by 
liabilities  of  notes,  or  of  deposits.  When,  however,  banks  are 
obliged  to  invest  their  funds  in  a  specified  sort  of  security  in 
order  to  obtain  notes,  the  result  is  a  loss  of  profit  equivalent  to 
the  difference  between  the  rate  of  interest  paid  by  these  securi- 
ties and  that  currently  paid  by  ordinary  commercial  paper.  For 
the  security  in  which  the  bank  is  required  to  invest  as  a  guaran- 
tee for  its  notes  will  of  necessity  bear  a  low  rate  of  interest  on 
the  investment,  if  this  is  of  such  unquestioned  value  as  to  afford 
greater  safety  to  the  note  holder  than  would  ordinary  commer- 
cial paper.  This  is  precisely  the  case  with  the  national  bonds 
which  banks  are  now  compelled  to  deposit  before  taking  out 
notes.  Inasmuch  as  the  average  rate  of  return  on  an  investment 
in  national  bonds  is  now  less  than  3  per  cent.,  while  in  practi- 
cally all  parts  of  the  country  the  rate  on  ordinary  commercial 
loans  is  appreciably  higher  than  that,  it  results  that,  because  of 
the  requirement  to  buy  bonds,  the  bank  earns  less  upon  its 
resources  than  it  would  if  they  were  invested  in  ordinary  com- 
mercial paper.  The  profit  to  the  bank  depends  wholly  upon  how 
its  resources  over  and  above  its  cash  reserve  can  be  invested, 
and  the  obligation  to  invest  a  part  of  its  resources  in  low  inter- 
est-bearing bonds  as  a  security  for  its  notes  is  a  means  of  pre- 
venting it  from  putting  the  same  resources  into  better-paying 
investments,  and  consequently  reduces,  rather  than  "  doubles," 
the  profit  of  a  bank.  Even  if  this  explanation  were  not  conclu- 
sive, the  fact  that  national  bank  circulation  has  been  largely 
reduced,  and  that  where  the  commercial  rate  of  interest  is  high, 
the  banks  take  out  no  more  notes  than  the  minimum  amount 
necessary  in  order  to  hold  their  charters,  should  entirely  destroy 
the  ground  for  this  erroneous  belief. 
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105*  While  it  is  true  that  the  profit  arising  from  the  issue  of 
notes  cannot  be  dissociated  from  that  gained  through  the  exer- 
cise of  the  functions  of  discount  and  deposit,  and  since  it  is 
impossible  to  speak  of  a  separate  profit  as  arising  from  the  notes, 
it  may  be  practicable  to  estimate  what,  under  current  conditions, 
might  be  the  maximum  profit  derivable  from  taking  out  notes 
on  the  basis  prescribed  by  the  present  system,  as  compared  with 
a  banking  business  where  an  equal  amount  of  deposits  was  used 
or  with  loaning  the  funds  directly.  Supposing  a  bank  to  use  only 
notes,  and  no  deposits  at  all,  it  may  be  possible  to  see  the  truth 
of  what  has  been  above  explained.  If  the  4  per  cent,  bonds  of 
1907,  which  are  mainly  used  as  a  security  for  notes,  were  to  sell 
on  a  3  per  cent,  valuation,  it  would  require  in  July,  1898,  $107,- 
861  to  buy  $100,000  of  bonds,  on  which  only  $90,000  of  notes 
can  be  issued.  The  account  would  stand  as  follows,  under  the 
present  law :  * 

I.       NOTES   AND   NO    DEPOSITS. 

Bonds  at  3  per  cent $107,861      Capital $100,000 

Loans  at  6  per  cent 68,639      Notes 90,000 

5  per  cent,  redemption  fund,       4,500 
10  per  cent,  reserve 9,000 

$190,000  $190,000 

Income : 

On  bonds $3»235.83 

On  loans 4,1 18.34 

$7,354.17 

Deduct  : 

Special  Expense  on  Notes : 

Taxation $900.00 

Redemption 48.1 5 

Plates 7.50 

Express  charges 3.00 

958.65 

Net  income $6,395.52 

'From  the  available  capital  and  notes  amounting  to  $190,000,  there  must  be 
subtracted  the  reserve,  the  redemption  fund,  and  the  cost  of  the  bonds  in  order  to 
ascertain  how  much  could  be  loaned  ($68,639). 
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Then  contrast  the  above  account  with  one  in  which  no  notes 
are  used,  but  only  deposit  accounts : 

II.      DEPOSITS   AND    NO   NOTES. 

Loans  at  6  per  cent $176,500      Capital $100,000 

1 5  per  cent,  reserve 1 3,500      Deposits 90,000 

$190,000  $190,000 

Income  on  loan 10,590 

Thus  the  advantage  in  favor  of  the  deposit  system  would  be 
Sio,590  minus  $6,395.52,  or  $4,194.48,  while  the  loaning  of 
the  original  capital  of  $100,000  at  6  per  cent,  simple  interest 
(without  the  necessity  of  forming  a  bank)  would  have  brought 
a  return  of  $6,000 — only  $395.52  less  than  that  earned  by  the 
bank  of  issue. 

io6«  It  has  been  previously  explained  that  deposits  perform 
essentially  the  same  function  as  notes,  though  in  a  different  way 
and  with  a  different  class  of  people,  and  that  the  profit  arising 
to  the  bank  is  the  same  whether  its  loans  are  made  possible  by 
the  use  of  notes  or  of  deposits,  where  the  use  of  both  is  free.  It 
follows  that  those  banks  whose  customers  demand  their  loans  in 
the  form  of  notes  will  be  placed  at  a  disadvantage  (relatively  to 
those  using  deposit-accounts),  and  in  order  to  make  the  same 
rate  of  profit  as  the  banks  which  are  not  obliged  to  issue  notes 
they  would  be  forced  to  charge  borrowers  a  higher  rate  of  dis- 
count upon  loans.  That  is,  the  tendency  of  the  present  national 
banking  law  is  to  make  the  issue  of  notes  more  expensive,  and 
this  in  the  end  falls  upon  borrowers.  And  as  it  is  in  less  thickly 
settled  regions  that  notes  rather  than  checks  are  chiefly  used,  it 
follows  that  at  the  present  time  country  banks  are  at  a  relative 
disadvantage  as  compared  with  city  banks,  and  their  customers 
are  at  a  relative  disadvantage  as  compared  with  those  of  the 
city  banks. 

Recurring  to  the  illustration  given  above,  it  will  be  seen 
that  a  bank  of  $100,000  capital  with  $90,000  of  deposits,  if  its 
expenses  were  $5,000  could  make  loans  to  the  community  at  6 
per  cent,  interest  and  yet  make  a  dividend  of  5.59  per  cent,  on 
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its  capital ;  while  a  bank  with  no  deposits,  but  issuing  {90,000 
of  notes  under  the  present  system,  with  the  same  expenses  and 
{900  additional  taxation,  in  order  to  make  the  same  dividend 
upon  its  capital  stock  (5.59  per  cent.)  would  have  to  obtain  an 
average  of  12.02  per  cent,  on  the  loans  which  it  makes  to  the 
community. 

This  state  of  affairs  works  injustice  in  another  way  by  sub- 
jecting banks  in  different  portions  of  the  country  to  different 
conditions.  It  is  a  direct  inference  from  the  computation  con- 
cerning the  profit  derivable  from  a  note-issue,  given  at  an  earlier 
point,  that  the  higher  the  rate  of  interest  current  in  a  specified 
locality,  the  less  is  the  inducement  under  the  present  system  to 
issue  circulation  in  excess  of  the  minimum  required  by  law,  and 
vice  versa.  This  follows  directly  from  the  fact  that  since  the 
fixed  charges,  such  as  tax,  redemption  fund,  etc.,  remain  the 
same  in  every  case,  the  higher  the  rate  of  interest  the  greater 
the  inducement  to  elect  the  direct  investment  of  the  capital  in 
carrying  on  the  ordinary  business  of  the  bank  in  preference  to 
using  it  for  the  purchase  of  bonds  and  issue  of  notes.  This  may 
readily  be  shown  by  a  computation  similar  to  that  already  given, 
the  rate  of  interest  used  being  10  per  cent,  instead  of  6,  as  before. 
With  this  rate  of  interest  the  situation  would  be  as  follows : 

I.    NOTES   AND   NO    DEPOSITS. 

Bonds  at  3  per  cent,      -      $107,861      Capital,        ...        $100,000 
Loans  at  10  per  cent.,        -      68,639      Notes,      -        -        -        -        90,000 
5  per  cent,  redemption  fund,      4,500 
10  per  cent,  reserve,  -        9,000 

$190,000  $190,000 

Income : 
On  bonds, $3,235-83 

On  loans, 6,863.90 

$10,099.73 

Deduct : 
Special  expense  on  notes,  as  before, $958.65 


Net  income, $9,141.08 
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II.    DEPOSITS   AND   NO    NOTES. 


Loans  at  10  percent,     -      $176,500      Capital,  ...      $100,000 

1 5  per  cent,  reserve,  -        -      13,500      Deposits,-        ...      90,000 

$190,000  $190,000 

Income  on  loans,         -        $17,650 

The  advantage  in  favor  of  the  deposit  system  in  this  instance 
is  thus  $8,508.92,  a  sum  nearly  twice  as  large  as  that  represent- 
ing the  advantage  of  the  deposit  system  where  the  rate  of  inter- 
est was  6  per  cent. 

Not  only  this,  but  where  the  rate  of  interest  is  10  per  cent, 
the  net  income  ({9,141.08)  derived  by  such  a  bank  would  actu- 
ally be  {858.92  less  than  the  bank  would  have  obtained  by  loan- 
ing out  its  original  capital  at  simple  interest  without  taking  out 
notes  at  all,  or  using  any  portion  of  it  as  a  reserve  upon  which 
to  build  up  deposits.  In  other  words,  after  going  to  the  expense 
and  trouble  of  organizing  a  bank,  the  income  (before  taking  out 
the  expenses  of  the  bank)  would  be  found  to  be  less  than  the 
return  from  an  investment  of  the  capital  in  simple  loans,  with- 
out forming  a  bank. 

107.  The  consequences  flowing  from  the  state  of  things  just 
described  are  sufficiently  familiar.  Interest  is  of  course  highest 
in  those  states  where  capital  is  least  abundant.  But  it  is  pre- 
cisely there  that  business  is  least  highly  developed,  and  hence 
that  the  check  and  deposit  system  is  less  advantageously  used. 
This  inability  to  use  checks  implies  a  need  for  a  greater  supply  of 
note-currency,  which,  under  the  present  system,  is  very  unlikely 
to  be  issued,  inasmuch  as  the  resources  of  the  bank  can  be 
employed  in  some  other  form  to  much  better  advantage.  It  is 
due  to  this  that  the  circulation  of  Western  banks,  situated  where 
currency  is  most  wanted,  is  generally  kept  close  to  the  amount 
corresponding  to  the  legally  required  minimum  bond-deposit, 
while  that  of  Eastern  banks,  where  money  and  money  substitutes 
are  more  abundant  is,  proportionately  to  capital,  much  higher. 
In  order  to  display  more  clearly  the  curious  way  in  which  the 
national  banking  system  as  at  present  organized,  fails  to  perform 
the  function  of  furnishing  currency  where  it  is  wanted,  the  follow- 
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ing  table  has  been  computed  from  the  data  given  by  the  Comp- 
troller of  the  Currency  in  the  report  for  1897  • 
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As  will  be  seen,  returns  for  three  groups  of  states  are  given, 
one  a  typical  Eastern  group,  one  Western,  and  one  Southern. 
The  fourth  column  gives  the  maximum  circulation  which  under 
present  laws  it  would  be  possible  to  issue,  i.  e.,  90  per  cent,  of 
the  par  value  of  the  capital  stock  of  the  banks.     Column  5  rep- 
resents the  circulation  corresponding  to  the  minimum  amount  of 
bonds  required  to  be  deposited  by  the  banks  according  to  law. 
Column  (6)  shows  the  circulation  actually  issued.    The  di£ference 
between  the  circulation  actually  outstanding  (6)  and  that  cor- 
responding to  the  required  deposit  of  bonds  (5)  represents  the 
amount  which,  under  current  conditions  the  baokf  are  induced 
to  issue  over  and  above  actual  legal  requirements,  and  is  given 
in  column  (7).     The  difference  between  the  possible  maximum 
(4)  and  the  circulation  upon  the  legal  minimum  of  bonds  (5) 
is  given  in  column  (8),  and  represents  what  the  banks  might 
issue  if  conditions  made  it  sufficiently  profitable  to  induce  them 
to  do  so.   The  percentage  of  column  (8)  represented  by  column 
(7)  indicates  what  proportion  of  this  possible  surplus  above 
legal  requirements  the  banks  are  actually  induced  to  issue,  and 
is  given  in  column  (9). 

It  is  unnecessary  to  repeat  that  the  Western  and  Southern 
states  are  those  where  the  need  of  currency  is  most  pressing. 
Yet  as  appears  in  a  most  striking  fashion  from  the  table  just 
given,  it  is  precisely  in  the  Western  and  Southern  groups  of  states 
that  national  bank  note-currency  is  not  issued.  The  highest  per- 
centage for  any  Southern  state  here  given,  as  appears  from  column 
9,  is  5.4,  whereas  the  lowest  for  an  Eastern  state  is  49.2,  or  more 
than  nine  times  as  much. 

In  brief  it  must  be  admitted  that  the  notion  which  ascribes 
higher  earning  powers  to  the  issue  function  of  banks  under  any 
system  and  especially  under  the  present  one,  must  be  regarded 
as  incorrect.  Under  a  system  of  bond-secured  circulation,  it  is 
absolutely  without  foundation. 

108.  The  charge  of  a  double  profit  upon  circulation  has  already 
been  shown  to  be  erroneous,  except  in  so  far  as  it  is  a  complaint 
against  the  principle  underlying  the  existence  of  all  banks.  As 
applied  in  its  most  extreme  form  to  the  present  national  banking 
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system  as  a  system  enjoying  some  peculiar  privileges  in  contra- 
distinction to  the  old  state-bank  system,  the  idea  of  a  double 
profit  is  absurd.  As  has  been  said  by  a  recent  writer,*  "there 
was  nothing  to  forbid  any  of  the  old  state  banks  from  getting 
interest  in  exactly  the  same  manner.  They  were  allowed  to  buy 
as  many  United  States  bonds  as  they  wished,  but  bought  few,  if 
any,  as  they  got  higher  interest  on  other  investments.  They 
also  had  the  right  to  deposit  such  bonds  with  a  trustee  as  secur- 
ity to  the  note-holder.  The  only  difference  between  the  old 
state  banks  (other  than  free  banks)  and  the  present  national 
banks,  is  that  the  former  might,  if  they  thought  fit,  invest  in 
United  States  bonds,  which  they  rarely  did,  and  pledge  them  to 
the  note-holders,  which  they  never  did  ;  while  the  national  banks 
are  compelled  to  do  these  things." 

109.  From  wJiat  has  gone  before,  it  must  be  clear  that  a  high  or 
low  rate  of  interest  in  the  loan  market  as  compared  with  the  fixed 
returns  from  high-priced  bonds,  will  affect  the  willingness  of 
national  banks  to  issue  notes.  If  the  commercial  rate  of  interest 
is  high,  and  the  returns  from  bonds  are  low,  there  will  be  small 
incentive  to  use  their  notes.  It  now  remains  to  indicate  some  of 
the  causes  affecting  the  prices  of  United  States  bonds,  in  order 
to  understand  how  the  profit  of  banks,  and  thereby  the  amount 
of  circulation  outstanding,  is  affected. 

Changes  in  the  price  of  bonds  will  take  place  from  causes 
producing  a  disparity  between  the  rate  of  interest  paid  by 
the  bonds  and  the  prevailing  rate  of  interest  for  equally  safe 
investments  in  the  community.  When  our  debt  was  refunded 
by  the  act  of  1870,  4  or  4^  per  cent,  was  regarded  as  a  low  rate 
in  view  of  the  credit  of  the  government.  Since  then,  the  credit 
of  the  country  has  improved,  or  the  normal  rate  of  interest  on 
such  securities  has  fallen.  But  those  bonds  paying,  e.  g,^  4  per 
cent,  when  the  normal  rate  in  the  community  is  only  3  per  cent, 
will  sell  at  a  premium  (varying  from  par  in  the  case  of  bonds 
which  maybe  paid  at  any  time  to  about  120  for  a  bond  having  30 
years  to  run,  and  133^  for  a  perpetuity).    And  if  the  permanent 

'  Louis  N.  Dembitz  of  Louisville,  Ky.,  in  a  communication  to  the  Monetary  Com- 
mission. 
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rate  in  the  market  falls  below  3  per  cent,  the  price  of  the  4  per 
cent,  bonds  will  rise  still  higher ;  in  fact  these  bonds  have  risen 
as  high  as  1 30  or  higher.  The  price  of  such  a  bond  is  a  measure 
of  the  normal  rate  of  interest  on  equally  safe  securities.  For 
this  reason  bonds,  when  issued  at  a  rate  above  that  normally 
paid  for  such  securities  at  the  time  of  issue,  frequently  command 
a  heavy  premium  at  the  very  outset.  Thus,  for  instance,  the 
bonds  issued  in  1894  at  once  sold  in  open  market  at  a  premium 
of  1 7  or  more.  These  bonds  bore  interest  at  the  rate  of  5  per 
cent.,  the  Secretary  of  the  Treasury  being  limited  by  the  terms 
of  the  Resumption  Act  and  the  preceding  Refunding  Act  (of 
1870)  to  bonds  bearing  certain  rates  of  interest.  Inasmuch, 
however,  as  the  credit  of  the  government  was  better,  while 
market  rates  were  lower  than  in  1870-5,  5  per  cent,  was  con- 
siderably above  the  rate  current  on  such  bonds,  and  they  there- 
fore sold  at  a  premium.  The  amount  of  this  premium  was 
such  that,  taking  into  account  the  rate  paid  by  the  bond  and 
the  time  it  was  to  run,  exactly  the  market  rate  would  be  earned 
upon  the  total  amount  actually  invested  in  the  bond.  Speaking 
technically,  the  value  of  the  bond  was  thus  automatically 
"equalized"  upon  the  market  rate,  or  reduced  to  the  basis  of 
that  rate. 

The  term  for  which  a  bond  runs,  moreover,  has  an  influ- 
ence on  its  price.  If  it  is  a  short-term  bond,  as  the  date  of 
maturity  approaches  when  it  will  be  paid  off  at  par  the  premium 
will  steadily  fall  until  it  drops  to  what  will  be  paid  for  it.  A 
bond  bearing  6  per  cent,  would  not  sell  above  par  when  near  to 
maturity,  while  a  4  per  cent,  long-term  bond  sold  to  take  its 
place  might  command  a  high  premium.  A  bond  paying  a  slight 
amount  above  the  market  rate  of  interest  is  worth  a  higher  price 
varying  somewhat  in  proportion  to  the  term  of  years  in  which 
it  continues  to  pay  this  additional  gain.  When  bonds  are  pay- 
able at  call  it  is  impossible  for  them  to  command  any  appreciable 
premium. 

no.  The  profit  to  a  bank  on  issuing  notes,  however,  is  affected 
by  the  price  of  the  bonds  which  it  is  obliged  to  deposit  before 
obtaining  its  notes.     Inasmuch  as  only  90  per  cent,  can  be  issued 
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on  the  par  value,  10  per  cent,  of  the  investment  is  locked  up. 
But  if  the  bonds  sell  for  124,  then  there  is  a  margin  above 
90  per  cent,  of  about  34  which  is  locked  up.  The  higher  the 
price  of  the  bonds,  the  more  the  dead  margin,  on  which  no 
return  can  be  obtained,  becomes ;  and  in  proportion  as  the  price 
paid  for  the  bonds  is  high  the  return  on  the  investment  is  low. 
That  is,  even  if  the  bonds  to  be  deposited  bore  3  per  cent, 
interest  and  could  be  purchased  at  par,  the  present  system  would 
require  a  bank  wishing  to  issue  {90,000  of  notes  to  invest 
$100,000  at  3  per  cent,  interest;  while  if  the  bonds  were  4  per 
cent,  bonds  of  1925  selling  on  a  3  per  cent,  basis  at  120  it  would 
require  that,  as  a  condition  of  issuing  {90,000  of  notes,  {120,000 
must  be  invested  at  3  per  cent.  The  more  the  profit  diminishesi 
the  less  are  notes  taken  out.  Consequently,  in  the  years  since 
1870  when  the  credit  of  our  government  was  improving,  and 
while  the  rates  on  safe  investments  have  been  falling — for  reasons 
quite  outside  the  control  of  the  banks — we  have  witnessed  the 
steady  decline  in  the  volume  of  the  national  bank  notes.  At  a 
time  when  the  business  of  the  country  was  expanding  the  notes 
were  declining. 

For  these  reasons,  the  Commission  has  recommended  that 
so  long  as  bonds  are  required  as  security  for  notes  (10  years) 
they  should  be  reduced  to  a  basis  of  3  per  cent.,  thereby  lessen- 
ing the  gap  between  the  market  value  and  the  amount  of  notes 
which  can  be  issued  on  their  deposit.  And  in  all  cases  where 
bonds  are  authorized  to  be  sold  by  the  Secretary  to  replenish  the 
reserves  of  the  Treasury,  it  is  urged  that  they  be  issued  for  short 
periods,  and  at  as  low  a  rate  of  interest  as  the  market  will 
warrant. 
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HI.  The  origin  of  the  national  banking  system  is  to  he 
attributed  to  two  distinct  causes :  ( i )  The  desire  to  extend  and 
improve  the  market  for  government  bonds;  (2)  to  provide  a 
safe  national  currency  of  uniform  value. 

In  consequence  of  the  banks'  locking  up  their  funds  in  unsal- 
able bonds  in  1861,  and  of  other  circumstances  which  will  be  dis- 
cussed at  a  later  point,  the  banks  and  the  Treasury  had  been 
forced  to  suspend  specie  payments  at  the  end  of  that  year.  In 
order  to  obtain  revenue  for  war  purposes,  there  were  three  courses 
open  to  the  government :  [a)  To  resort  to  increased  taxation ;  {d) 
to  sell  bonds  or  other  government  obligations ;  [c)  to  issue  gov- 
ernment notes  of  some  sort.  Of  these  three  means  of  raising  reve- 
nue, the  first  was  not  much  relied  upon  by  Mr.  Chase,  while  the 
second  had  from  the  beginning  been  that  on  which  he  intended 
to  place  most  dependence.  Nor  had  he  desired  to  issue  legal- 
tender  notes. 

Thus  it  was  of  the  first  importance  that,  if  bonds  were  to  be 
the  government's  chief  resource,  the  market  for  them  should  be 
improved.  There  was  also,  from  the  very  first,  the  desire  for  a 
sound  and  uniform  currency.  The  existing  ibank-notes  were 
issued  by  1600  different  institutions  operating  under  State  laws 
possessing  little  similarity.  Currency  which  was  perfectly  good 
in  certain  portions  of  the  country  would  not  pass  at  all  in 
others,  while  there  was  in  many  sections  an  immense  volume 
of  worthless  paper  in  circulation.  Both  the  need  of  a  better 
market  for  bonds  and  the  demand  for  a  suitable  note-currency 
were  intensified  by  the  issue  of  the  legal-tender  notes.  The 
government  had  drifted  into  this  means  of  obtaining  funds  with- 
out consideration.  The  issue  of  the  legal  tenders  weakened 
the  credit  of  the  government,  drove  out  of  circulation  what  gold 
remained,  and  left  the  country  without  any  universal  currevy 

save  the  legal  tenders  themselves.     These,  however,  it  was  no 
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part  of  the  government's  policy  to  retain  permanently  in  circula- 
tion. They  had  been  issued  only  as  a  temporary  forced  loan, 
without  interest,  and  the  danger  of  increasing  them,  or  even  of 
retaining  them  in  circulation,  was  constantly  in  the  minds  of 
the  legislators  of  the  time.  It  was  desired  to  replace  these 
issues  by  a  note>circuIation  which,  as  hinted  in  the  title  of  the 
National  Bank  Act  itself,  should  furnish  a  "national  currency." 
At  the  same  time  the  shock  to  the  government's  credit  resulting 
from  the  issue  of  the  legal  tenders  had  unfavorably  affected  the 
sale  of  bonds  and,  with  other  events,  made  it  important  to  devise 
some  means  of  stimulating  the  market  for  them.  The  National 
Bank  Act  was  intended,  therefore,  to  meet  the  want  of  a  cur- 
rency and  to  increase  the  demand  for  bonds. 

112.  The  plan  for  a  national  banking  system  had  been  early 
advanced.  AH  through  the  first  stages  of  the  war  it  had  been 
Secretary  Chase's  favorite  measure.  He  had  thought  of  it  at  least 
as  early  as  the  summer  of  1861 ;  and  it  had'^at  that  time  been 
strongly  opposed  by  the  New  York  banks.  Nevertheless  he  had 
recommended  it  in  his  report  for  that  year,'  and  the  bill  was 
in  preparation  before  the  first  issue  of  legal-tender  notes,'  but, 
inasmuch  as  it  demanded  much  time  for  its  completion,  it 
had  been  delayed.  The  Secretary's  report  for  1861  stated 
the  essential  feature  of  the  plan  to  be  "  the  preparation  and 
delivery  to  institutions  and  associations  of  notes  prepared  for 
circulation  under  national  direction,"  etc.,  *'  secured  as  to  prompt 
convertibility  into  coin  by  the  pledge  of  United  States  bonds 
and  other  needful  regulations."  3  Mr.  Chase  recurred  to  the 
subject  in  his  report  for  1862.  A  bill  embodying  a  plan  some- 
what similar  to  his  had  already  been  brought  before  the  House 
in  July,  but  had  received  no  attention.  The  Secretary  urged 
that  **no  very  early  day  will  probably  witness  the  reduction  of 
the  public  debt  to  the  amount  required  as  a  basis  for  secured 
circulation."  *     When  that  time  should  arrive  the  debt  might  be 

'  Report  of  Secretary  of  the  Treasury^  x  86 1 ,  p.  18-19. 
"BOLLES'  Financial  History  of  the  United  States,  III,  p.  43. 

3  It  had  been  Mr.  Chase's  original  plan  to  force  state  banks  to  secure  their  issues 
by  basing  them  upon  United  States  bonds. 
^  Finance  Reportt  1862,  p.  20. 
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retained  at  low  interest,  or  some  other  security  could  be  pro- 
vided. For  the  present,  the  new  plan  would  furnish  a  suitable 
currency  and  assist  in  the  negotiation  of  bonds.  At  first  the 
operations  of  associations  organized  under  the  new  act  were 
"to  be  restricted  to  investing  United  States  notes  in  bonds, 
issuing  a  circulation  based  on  these'  bonds  and  transacting 
ordinary  business."  Thus  the  price  of  bonds  would  be  enhanced, 
and  thereby  great  relief  to  the  government  was  anticipated  from 
the  measure. 

113.  Several  bills  embodying  in  different  forms  the  idea  thus 
recommended  by  Mr.  Chase  were  introduced  into  the  Senate 
during  January  and  February  1862,  but  all  failed  of  passage 
Finally  a  bill  was  introduced  by  Mr.  Sherman  January  26,  1863, 
which  was  sent  to  the  House  February  12,  and  became  a  law  on 
the  25th. 

The  characteristic  point  in  the  new  system  was  the  require- 
ment that  the  banks  should  buy  national  bonds,  deposit  them 
with  the  government,  and  receive  back  circulating  notes  for 
issue.  Although  the  plan  had  already  been  tried  in  New  York, 
and  had  given  tolerable  satisfaction,  yet  it  was  found  to  be  obnox- 
ious at  the  outset.  The  unfortunate  experiences  of  several  West- 
ern states,  which  had  tried  the  system  with  disastrous  results, 
overcame  any  favorable  impression  which  the  experience  of  New 
York  may  have  made.  Some  time,  moreover,  was  lost  in  elabo- 
rating the  new  system  and  in  preparing  the  circulating  notes 
Opposition  had  time  to  mature,  and  when  Mr.  McCulloch,  the 
first  Comptroller  of  the  Currency,  was  finally  ready  to  proceed 
with  the  organization  of  the  system,  he  found  the  state  banks 
almost  united  in  opposing  it.  It  was  feared  that  the  working  of 
the  new  national  system  would  be  a  repetition  of  the  disastrous 
experience  with  earlier  bond-deposit  systems ;  that  the  national 
banks  might  be  ruined  in  case  of  the  success  of  the  rebellion; 
that  Congress  might  interfere  with  the  banks,  and  that  they 
would  suffer  by  the  change  of  name.'   The  last  point  was  finally 

'For  an  account  of  the  debate  on  the  National  Bank  Act  of  1863,  t/te  Journal 
Poi.  Econ,^  Chicago,  1894,  p.  250  et  seq. 

*McCULLOCH*s  Men  and  Measures  of  Half  a  Century,  p.  168. 
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conceded  by  Mr.  Chase.  He  agreed  to  allow  the  organization 
of  banks,  without  a  further  change  of  name  than  the  addition 
of  the  word  ** national"  to  their  titles.  Still  the  banks  were 
not  willing  to  enter  the  system.  Not  until  July  20,  1863,  was 
the  first  charter  granted  and  authorization  given  to  the  First 
National  Bank  of  Philadelphia  to  begin  business.  Several 
Western  banks  received  charters  within  the  succeeding  month, 
but  very  few  charters  were  asked  for  by  banks  in  New  York.  In 
August  1863,  twenty-six  banks  were  reported  in  process  of 
organization.'  During  the  year  1863-4  the  process  of  organiz- 
ing new  banks  and  reorganizing  old  ones  proceeded  with  pain- 
ful slowness. 

On  December  5,  1863,  at  a  meeting  of  bank  officers  in  New 
York,  a  committee  which  had  been  ordered  to  *'  take  into  con- 
sideration the  National  Bank  Currency  Act  as  to  its  prospective 
effects  upon  the  currency  of  the  nation  and  the  national  credit, 
and  what  action,  if  any,  devolves  upon  the  banks  in  the  prem- 
ises," reported  that,  as  the  banks  applying  for  charters  were 
mostly  of  small  capitals  and  located  in  the  West  and  South,  it 
was  plain  that  the  act  would  foster  a  system  of  "wild-cat "  bank- 
ing. It  was  said  that  the  notes,  not  being  a  legal  tender,  would 
depreciate,  and  that  their  use  would  involve  a  loss  to  the  govern- 
ment of  the  interest  on  an  equal  amount  of  legal-tender  notes. 
This  report  was  accepted  by  the  New  York  Clearing-House,  and 
had  some  effect  in  deterring  state  banks  from  entering  the  sys- 
tem." The  slowness  with  which  the  extension  of  the  system 
proceeded,  however,  was,  at  least  in  part,  due  to  the  defects  in 
the  law  itself.  They  were  too  grave  to  be  overlooked,  and  to 
ensure  the  success  of  the  system  immediate  action  was  needed. 
A  bill  for  the  improvement  of  the  act  of  1863  was  reported  in 
the  Committee  of  Ways  and  Means  on  March  i,  but  did  not 
become  a  law  until  June  3,  1864. 

114.  The  new  act  retained  most  of  the  features  of  the  act  of 
1863,  but  changed  it  in  several  respects  and  added  various  new 

X  Hunt's  Merchants'  Magazine,  Vol.  49,  p.  139. 

'Compare  Knox's  History  of  Banking  in  the  United  States;  Rhodes's /ouma/  of 
Banking,  1892,  p.  630. 
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provisions.  As  finally  amended  the  main  provisions  of  the 
act  were  as  follows  :  There  was  to  be  established  a  separate 
bureau  to  be  presided  over  by  a  **  Comptroller  of  the  Currency," 
to  which  should  be  committed  the  charge  of  the  *'  issue  and 
regulation  of  a  national  currency  based  on  United  States  bonds."' 
The  currency  was  to  be  issued  by  institutions  known  as  '*  National 
Banking  Associations,"  to  be  organized  by  any  number  of  per- 
sons not  less  than  five.  No  bank  with  less  than  {100,000 
capital  was  to  be  organized  in  places  of  from  6,000  to  50,000 
inhabitants,  and  none  with  less  than  {200,000  in  places  of  more 
than  50,000  population.  Only  in  towns  of  less  than  6000  pop- 
ulation was  the  organization  of  banks  of  {50,000  capital  to  be 
peimitted.  The  incorporators  before  being  authorized  to  begin 
business  were  to  transfer  to  the  Treasurer  bonds  of  the  United 
States  to  an  amount  of  at  least  30  per  cent,  of  the  paid-in  capi- 
tal stock  of  the  bank,  receiving  back  circulating  notes  to  an 
amount  equal  to  90  per  cent,  of  the  market  value  of  the  bonds 
transferred,  but  never  exceeding  the  par  of  the  capital  stock 
paid  in.  This  act  also  required  50  per  cent,  (instead  of  30  per 
cent.)  of  the  capital  to  be  paid  in  before  the  bank  could  com- 
mence business,  and  required  the  balance  to  be  paid  in  at  the 
rate  of  one-fifth  each  month.  (The  act  of  1863  had  required  this 
unpaid  balance  to  be  paid  only  at  the  rate  of  10  per  cent,  of  the 
capital  stock  every  two  months.)  The  total  issue  of  notes  was 
not  to  exceed  {300,000,000  in  amount,  one-half  to  be  appor- 
tioned to  banks  according  to  the  representative  population  of 
the  states  in  which  they  were  located,  and  one-half  **  having  due 
regard  to  the  existing  banking  capital,  resources,  and  business 
of  such  states."  The  notes  were  to  be  redeemable  in  lawful 
money  on  demand,  and  were  receivable  in  all  payments  to  the 
United  States,  except  for  duties  on  imports.  Shareholders  were 
to  be  liable  for  double  the  amount  of  their  stock.  Country  banks 
were  to  keep  on  hand  in  lawful  money  an  amount  equal  to  1 5  per 
cent,  of  their  outstanding  notes  and  deposits  (instead  of  25  per 
cent,  as  provided  by  the  act  of  1863),  and  might  redeposit  three- 
fifths  of  this  15  per  cent,  with  other  national  banks  in  certain 

■  Act  of  February  5,  1863,  Statutes  at  Large^  pp.  665  et  seq. 
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specified  large  cities  (increased  in  number  from  nine  to  seven- 
teen). Banks  in  these  seventeen  cities  were  to  have  a  nominal 
reserve  equal  to  25  per  cent,  of  their  notes  and  deposits,  but 
might  redeposit  one-half  of  such  reserves  in  New  York.  The 
act  also  compelled  every  bank  in  the  seventeen  cities  to  pro- 
vide for  the  redemption  of  its  notes  at  par  by  some  bank  in 
New  York,  all  other  banks  being  obliged  to  redeem  in  some  one 
of  the  seventeen  cities  themselves.  State  banks  might  enter  the 
new  system  by  adopting  as  their  title  the  word  *'  national "  with 
the  proper  numeral  prefixed  and  complying  with  certain  regula- 
tions. The  earlier  act  had  permitted  the  issue  of  no  notes  of 
denominations  less  than  (5.  The  act  of  1864,  however,  allowed 
the  issue  of  notes  of  ti,  %2,  and  (3  until  specie  payments  should 
be  resumed,  not  exceeding  in  aggregate  amount  one-sixth  of 
the  capital  of  the  bank. 

XX5«  Banks,  however,  still  came  into  the  system  less  rapidly 
than  had  been  hoped.  At  the  end  of  1864,  282  new  banks  were 
reported  organized,  and  168  state  banks  converted.  The  total 
capital  stock  of  the  national  system  was  then  {108,964,597.28, 
the  circulation  (65,864,6501  the  bonds  securing  this  circulation 
{81,461,450.  At  the  outset  Secretary  Chase  had  estimated  that 
(250,000,000  of  bonds  would  be  absorbed  by  the  new  sys- 
tem of  banks.  This  expectation  was  not  fulfilled  until  the  end  of 
1865.  In  the  report  of  that  year  the  Comptroller  announced 
the  organization  of  283  new  banks  and  the  conversion  of  731 
state  banks,  making  the  total,  on  November  i,  1865,  1601,  pre- 
cisely the  number  of  the  state  banks  in  existence  at  the  opening  of 
the  Civil  War.  The  note  circulation  of  the  national  institutions 
was  reported  at  the  close  of  1865  as  $141, 321,903,  there  being  still 
(78,867,579  of  state  bank-notes  outstanding.  The  pressing  need 
of  a  market  for  bonds  was  now  past ;  but  it  was  clear  that  if  the 
second  object  of  the  national  bank  act  —  the  provision  of  a  uni- 
form and  secure  national  currency  —  was  to  be  attained  the 
function  of  note-issue  must  be  exercised  only  by  the  national 
banks.  If  the  state  banks  were  to  continue  upon  equal  terms 
with  the  national  banks  the  result  would  be  merely  to  add 
another  to  the  numerous  note-issuing  systems  already  existing 
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before  the  passage  of  the  national  bank  act.  Some  measure 
which  would  render  the  currency  more  uniform  was  needed.  In 
order  practically  to  prohibit  the  use  of  state  bank-notes  and  thus 
to  stimulate  the  conversion  of  state  into  national  banks,  Congress, 
therefore,  passed  the  act  of  March  3,  1865,  by  which  a  tax  of 
10  per  cent,  was  levied  upon  all  state  bank-notes  paid  out  by 
any  bank.  This  enactment  was  later  made  to  include  the  notes 
of  all  corporations,  individuals,  cities,  etc.,  and  the  tax  was 
further  extended  to  the  issuer  of  the  notes  as  well  as  to  those 
who  should  pay  them  out.  This  enactment,  of  course,  rendered 
the  use  of  other  than  national  bank  notes  impossible,  and 
practically  confined  the  right  to  issue  notes  to  institutions 
organized  under  the  national  bank  act.  This  and  the  growth  of 
the  national  system  in  popular  favor  after  the  close  of  the  War 
finally  gave  the  new  system  a  free  field. 

ii6.  Probably  the  most  important  provisions  of  the  system 
as  thus  inaugurated  were  those  governing  the  issue  of  notes.  It 
has  just  been  seen  that  the  issue  of  circulation  was  conditioned 
upon  the  deposit  of  United  States  bonds  with  the  Treasury. 
Furthermore,  the  maximum  amount  of  the  circulation  had  been 
fixed  at  $300,000,000,  and  the  rigidity  and  inelasticity  inherent 
in  the  system  had  been  enormously  intensified  by  the  attempt 
to  '*  apportion  "  the  circulation.  Fault  had  been  found,  too, 
with  the  act  of  1864,  because  it  left  so  much  power  in  the  hands 
of  Treasury  officials  as  regarded  the  apportionment  of  notes.  A 
more  elaborate  attempt  to  regulate  the  issue  of  notes  was,  there- 
fore, made  in  the  act  of  March  3,  1865.* 

Every  bank  having  not  more  than  $500,000  capital  might 
receive  no  more  than  90  per  cent,  of  this  capital  in  notes.  Banks 
with  capitals  less  than  $1,000,000,  but  over  $500,000  no  more  than 
80  per  cent. ;  those  with  from  one  to  three  millons  75  per  cent,  and 
those  with  over  three  millions  60  per  cent.  This  was  in  addition 
to  the  former  restrictions  upon  the  issue  of  notes.  It  will  be 
remembered  that,  according  to  the  act  of  1 864,  no  bank  could  issue 
notes  to  an  amount  exceeding  its  capital  stock,  but  each  bank 
must  deposit  bonds  at  least  to  the  amount  of  one-third  of  its  capital. 

>  13,  Statutes  at  Large,  p.  498. 
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Much  dissatisfaction  was  still  felt  with  the  apportionment  of 
the  circulation.  By  the  end  of  1867,  the  whole  of  the  permitted 
circulation  had  been  issued  and  the  entire  sum  was  thereafter  kept 
outstanding.  The  whole  of  the  permitted  maximum  being  thus 
taken  up,  no  new  banks  could  obtain  circulation,  and  the  growth 
of  the  system  was  thereby  hampered,  since  there  was  no  longer 
any  real  advantage  to  be  gained  by  organization  under  national 
rather  than  under  state  charters. 

This  state  of  things  continued  until  1870.  At  this  date,  the 
withdrawal  of  the  3  per  cent,  certificates  hitherto  held  by  the 
banks  as  a  part  of  their  reserves,  bade  fair  to  increase  the 
demand  for  legal-tender  notes  to  be  held  for  this  purpose.  The 
act  of  July  12,  i870,therefore,authorized  the  issue  of  an  additional 
(54,000,000  of  national  bank  notes,  and  the  re-apportionment  of 
the  whole  issue  by  the  withdrawal  of  $25,000,000  from  states  hav- 
ing more  than  their  proper  share.  The  redistribution  of  the  issues 
of  the  national  banks,  however,  was  unsatisfactory.*  Nearly  the 
whole  of  the  additional  $54,000,000  was  taken  up  by  the  end 
of  1873,  and  the  Treasury  was  thus  again  unable  to  assign  cir- 
culation to  new  banks.^  The  Western  and  Southern  states  espe- 
cially found  their  circulation  inadequate. 

'The  withdrawal  of  ^25,000,000  had  been  wholly  insufficient.  According  to 
the  new  apportionment  based  on  the  wealth  and  population  shown  by  the  census  of 
1870,  the  Eastern  states  were  in  excess  to  the  amount  of  70.6  millions,  the  Middle 
states  9.4  millions.  The  Southern  and  Southwestern  states  had  57.2  millions  less  than 
their  due  proportion,  the  Western  21.4,  and  the  Pacific  7.9.  In  compliance  with  the 
terms  of  the  act,  the  Comptroller  announced  his  intention  of  calling  upon  banks  with 
a  circulation  in  excess  of  ^1,000,000  to  reduce  their  note  issues,  and  pointed  out  that 
owing  to  the  wide  distribution  of  the  notes  it  would  probably  be  impossible  for  them 
to  call  in  the  notes.  They  would,  therefore,  find  it  to  their  interest  to  deposit  legal 
tenders  with  the  Treasurer.  It  was  likely,  however,  that  few  if  any  of  the  notes  would 
be  presented  to  the  Treasury  for  redemption  and  it  was,  therefore,  impossible  to  issue 
much  additional  circulation  to  new  banks.  The  Comptroller  consequently  recom* 
mended  the  repeal  of  the  act  and  the  authorization  6f  ^25,000,000  additional  circula- 
tion to  be  issued  to  banks  in  states  having  less  than  their  due  proportion.  It  was  also 
recommended  that  banks  be  permitted  to  organize  without  circulation  upon  depositing 
United  States  bonds  to  the  amount  of  ^10,000  instead  of  one-third  of  the  capi- 
tal, and  that  banks  already  organized  without  circulation  be  allowed  to  withdraw 
bonds  down  to  ^10,000. 

'  The  act  of  1870  contained  another  important  provision.     For  some  time  a  con- 
siderable volume  of  business  had  been  done  on  a  gold  basis.    Gold  had  been  received 
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1x7.  The  first  really  important  change  in  the  national  banking 
system  after  the  passage  of  the  original  measure  was  made  by  the 
act  of  June  20,  1874.  Although  this  law  was  passed  after  the 
veto  of  the  so-called  inflation  bill,  it  made  no  concessions  to 
inflation,  but  rather  the  reverse.  Thus  by  one  of  the  most  impor- 
tant provisions  of  the  act,  which  dealt  with  the  bond-deposit 
requirement,'  banks  were  authorized  to  reduce  their  bond- 
deposit  to  (50,000 ;  and  if  desirous  of  withdrawing  circulation, 
their  bonds  might  be  released  upon  their  leaving  with  the  Comp- 
troller lawful  money  in  sums  of  not  less  than  $9,000  to  cover 
outstanding  circulation.  This  permission  to  withdraw  circula- 
tion by  depositing  lawful  money  was  an  important  provision  and 
since  the  notes  could  now  at  least  be  contracted  did  something 
in  a  negative  way  toward  relieving  the  inelasticity  of  the  sys- 
tem. The  original  act  of  1864  had  provided  in  Section  16  that 
circulation  might  be  reduced  and  bonds  withdrawn  from  deposit 
beyond  one-third  the  capital  stock  of  any  bank  "upon  its  return- 
ing to  the  Comptroller  [its]  circulating  notes."  Owing  to  the 
difficulty  of  obtaining  their  own  notes  when  in  circulation  banks 

by  banks  as  a  "  special  deposit."  One-half  of  all  the  banks  in  New  York  were  said 
in  1870  to  have  opened  gold  accounts  with  customers.  Foreign  commerce  was  neces- 
sarily carried  on  upon  a  gold  basis.  During  the  War  and  thereafter  the  Pacific  states 
had  adhered  to  a  gold  basis  of  payments.  This  had  seriously  interfered  with  the 
organization  of  national  banks  in  these  states.  Resumption  of  specie  payments  seemed 
far  in  the  future.  It  was  thought  that  the  wants  of  some  states  might  be  served,  and 
a  certain  degree  of  elasticity  for  the  currency  of  Western  states  might  be  obtained, 
by  authorizing  the  organization  of  a  new  class  of  banks  which  should  issue  notes 
payable  in  gold.  The  act  of  1870,  in  addition  to  the  provisions  for  redistributing  the 
national  bank-notes,  consequently  provided  for  the  organization  of  national  gold  banks 
which  should  deposit  bonds  with  the  Treasury  and  receive  bank-notes  to  the  amount 
of  80  per  cent,  of  the  value  of  the  bonds.  They  were  obliged  to  redeem  their  notes 
in  gold,  and  for  this  purpose  a  coin  reserve  of  25  per  cent,  was  to  be  held.  They 
were  farther  to  be  released  from  the  obligation  to  receive  notes  of  other  national 
banks.     Banks  in  the  Pacific  states  were  not  obliged  to  redeem  in  the  East. 

'  The  act  of  1874  provided  among  other  things  that  ^55,000,000  (inclusive  of  the 
$25,000,000  already  mentioned  in  the  act  of  1870)  were  to  be  withdrawn  from  states 
found  to  have  an  excess  of  circulation  and  redistributed  to  those  whose  circulation  was 
deficient. 

No  bank  was  to  be  suffered  to  issue  more  than  $500,000  in  notes,  but  existing 
banks  might  be  removed  to  states  with  less  than  their  proportion  of  note  circulation. 
In  accordance  with  the  provisions  of  this  act,  further  arrangements  for  the  with- 
drawal of  circulation  were  made. 
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had  been  unable  to  reduce  their  note-issues  in  this  way  when 
desired ;  because  there  was  no  reason  why  the  public  should  send 
in  notes  of  such  uniform  value  until  they  were  worn  by  long  use. 
This,  however,  was  now  remedied  by  the  grant  of  authority  to 
withdraw  bonds  upon  the  deposit  of  lawful  money  in  lieu  of  the 
notes  outstanding,  while  the  reduction  of  the  required  amount  of 
bonds  to  $50,000  materially  lightened  for  the  banks  of  larger 
capital  the  burden  of  locking  up  funds  in  bonds. 

xi8.  There  had  so  far  been  no  possibility  of  elasticity  in  the 
bank-currency  of  the  country.  As  will  be  seen  at  a  later  point, 
the  note-currency  had  been  somewhat  contracted  in  amount,  and 
the  events  of  the  crisis  of  1873  and  the  subsequent  stringency 
had  led  to  a  demand  for  an  increase  in  the  volume  of  the  cur- 
rency. Pressure  had  been  brought  to  bear  upon  the  Secretary 
of  the  Treasury  to  compel  the  reissue  of  legal  tenders.  Under 
these  circumstances,  Congress  in  1874,  before  the  passage  of  the 
bank  act  of  June  20  of  that  year,  passed  the  so-called  inflation 
bill.  The  permitted  maximum  of  national  bank-notes  was  at 
this  time  $354,000,000.  The  inflation  bill  proposed  to  increase 
the  volume  of  the  legal  tenders  to  $400,000,000,  and,  in  order 
to  bring  the  national  bank-issues  up  to  the  same  level,  additional 
notes  to  the  amount  of  $46,000,000  were  to  be  authorized.  This 
bill,  however,  was  vetoed  by  President  Grant.  Those  who  desired 
to  see  the  volume  of  the  currency  increased,  were  unable  to 
secure  the  passage  of  any  inflation  measure,  but,  during  the  fol- 
lowing year,  what  was  supposed  to  be  a  concession  to  inflation 
tendencies  was  made. 

The  act  of  January  14,  1875,  which  provided  for  the  resump- 
tion of  specie  payments  after  January  i,  1879,  removed  both 
the  absolute  limitation  upon  the  issue  of  circulation  by  banks  and 
the  regulations  for  apportionment  and  distribution  of  notes. 
The  Resumption  Act,  therefore,  marks  an  important  epoch  in  the 
history  of  national  banks  by  the  establishment  of  free  banking. 
The  maximum  issues  were  thus  entirely  removed  from  the  con- 
trol of  Congress  and  a  free  banking  system  was  established  sub- 
ject only  to  the  oversight  of  the  Comptroller  and  to  the  require 
ments  as  to  bond-deposit. 
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A  consideration  of  some  of  the  earlier  experiences  of  the 
various  states  with  their  free  banking  systems'  shows  why  it  was 
thought  that  such  a  step  would  be  a  concession  to  the  inflation 
tendencies.  In  the  past  the  "free  banking"  systems  had  fre- 
quently implied  an  issue  of  bond-secured  notes  unrestrained  by 
any  redemption  requirements  or  by  a  maximum  limitation  with 
reference  to  capital.  Many  of  the  existing  difficulties  with  the 
currency,  though  arising  from  the  circulation  of  the  greenbacks, 
or  other  causes,  were  attributed  to  the  prevailing  regulations 
concerning  the  issue  of  national  bank-notes.  Many  no  doubt 
anticipated  that  the  removal  of  these  restrictions  would  result 
in  a  return  to  the  comparatively  unrestrained  liberty  of  note- 
issue  which  prevailed  in  certain  parts  of  the  country  prior  to 
i860.  As  many  banks  could  then  be  established  as  wished  to  con- 
form to  the  general  requirements.  The  removal  of  the  limita- 
tion on  the  note-issues  would  leave  the  circulation  free  to  expand, 
subject  only  to  the  general  provisions  of  law  requiring  the 
deposit  of  bonds  and  limiting  these  bonds  to  the  amount  of 
the  capital  stock  of  the  banks.  It  was  further  provided  that, 
for  every  $100  of  new  national  bank-notes  issued,  (80  of 
legal  tender  notes  were  to  be  withdrawn  and  canceled  by 
the  Secretary  of  the  Treasury,  until  the  amount  of  legal  tenders 
outstanding  should  have  been  reduced  from  $382,000,000  to 
$300,000,000.  The  Resumption  Act  evidently  anticipated  an 
increase  of  national  bank  notes  at  least  to  an  amount  greater 
than  $100,000,000  and,  inasmuch  as  it  provided  only  for  the  with- 
drawal of  $82,000,000  of  legal  tenders,  was  on  this  ground  again 
a  concession  to  the  inflationists. 

xiQ.  Contrary  to  these  expectations,  however,  the  circulation  of 
the  banks  did  not  increase.  As  may  be  seen  from  Chart  II  and 
from  the  tables  given  in  Appendix  II  the  note-issues  reached 
their  highest  point  in  1873.  This  failure  to  expand  was  mainly 
due  to  the  rise  in  the  price  of  government  bonds  which  proceeded 
even  more  rapidly  after  the  passage  of  the  Resumption  Act.  In 
consequence  of  this  rise  in  price  and  the  consequent  impossi- 
bility of  making  an  adequate  profit  from  the  issue  of  notes,  the 

'See  pp.  297-302. 


2o8  REPORT  OF  THE  MONETARY  COMMISSION 

banks  were  anxious  to  withdraw,  rather  than  to  increase,  circu- 
lation. In  January  1875,  the  volume  of  the  national  bank-notes 
was  $352,000,000,  that  of  the  legal  tenders  being  (382,000,000. 
The  rise  in  the  price  of  bonds  proved  so  unfavorable  to  an 
expansion  of  the  bank-notes,  however,  that  by  April  i,  1878 
there  had  been  withdrawals  of  these  notes  amounting  to  $74,000,- 
000  leaving  the  total  existing  volume  of  old  notes  $278,000,000. 
During  the  same  period  there  had  been  issued  in  new  bank-notes 
$43,000,000  making  a  grand  total  of  $321,000,000.  In  accord- 
ance with  the  terms  of  the  Resumption  Act  an  amount  of  legal 
tenders  equal  to  80  per  cent,  of  the  $43,000,000  of  new  national 
43ank-notes  or  $35,800,000  had  been  withdrawn.  The  net  result 
of  the  operation  of  the  act  was  thus  a  contraction  of  the  cur- 
rency equal  to  the  amount  of  the  $35,800,000  of  legal  tenders 
withdrawn  plus  the  difference  between  the  $321,000,000  of 
national  bank-notes  and  the  $3  5  2,000,000  originally  outstanding — 
a  total  contraction  of  $67,000,000.  In  this  way  the  provision  of 
the  act  which  authorized  a  reduction  in  the  volume  of  the  green- 
backs corresponding  to  80  per  cent,  of  the  increase  m  the 
national  bank-notes,  resulted  in  an  entirely  unexpected  con- 
traction. Consequently,  in  response  to  the  demands  of  the  infla- 
tionists. Congress,  in  1878,  forbade  the  further  retirement  of 
United  States  notes,  and  thus  the  legislative  connection  between 
the  amount  of  the  legal  tenders  and  that  of  the  national  bank- 
notes was  cut  off. 

X20.  There  was,  however,  little  probability  of  an  increase  in 
the  volume  of  the  bank-notes.'  •  So  far  was  this  from  being  the 
case  that  there  was  no  expansion  of  the  circulation,  while  many 

^ "  There  was  a  slight  tendency  to  increase  bank-note  circulation  for  a  time  after 
the  revival  of  business  in  1880,  but  the  increase  was  sharply  arrested  in  the  winter  of 
188 1  by  the  passage  of  a  bill  requiring  the  banks  to  deposit  a  new  issue  of  3  per 
cent,  refunding  bonds  as  security  for  circulating  notes.  This  limitation  on  the  class 
of  bonds  was  accompanied  by  a  drastic  provision  repealing  the  authority  to  reduce 
circulation  and  withdraw  bonds.  The  banks  generally  preferred  to  retain  the  existing 
bonds,  paying  higher  rates  of  interest,  even  with  the  loss  of  circulation,  than  to  sub- 
mit to  such  a  measure,  and  141  banks  hastened  to  deposit  ^i8,764»434  in  lawful 
money  for  the  retirement  of  their  notes  and  the  withdrawal  of  their  bonds  in  anticipa- 
tion of  the  enactment  of  the  bill.  The  measure  was  vetoed  by  President  Hayes,  but 
the  result  upon  the  secured  circulation  was  to  reduce  it  from  $322,654,721  on  Febru- 
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small  banks  felt  the  necessity  of  depositing  bonds  to  the 
amount  of  one-third  of  their  capital  to  be  a  hardship.  Nothing 
was  done  to  relieve  the  situation  of  these  banks,  until  the 
expiration  of  the  bank  charters  began  to  draw  near.  Many  of 
these  ran  for  twenty  years,  and  began,  therefore,  to  expire  about 
1883-4.  There  were  certain  technical  difficulties  in  the  way  of 
reorganizing  the  old  banks  and  transferring  their  assets  to  the 
new  associations  which  were  to  succeed  them.  It  was  just  at 
this  time,  too,  that  the  bonds  issued  during  the  Civil  War  began 
to  mature  in  considerable  numbers,  laying  the  Treasury  under 
the  obligation  of  redeeming  or  of  refunding  them.  The  current 
market  rate  of  interest  was  now  much  lower  than  formerly. 
Government  credit  was  vastly  stronger  and  resumption  was  an 
established  fact.  It  was  now  within  the  choice  of  the  govern- 
ment to  refund  the  bonds  at  a  much  lower  rate  of  interest.  The 
subject  was  discussed  by  the  Comptroller  in  the  Report  for  1882. 
He  declared  that  the  popular  demand  for  removal  of  the  bond- 
deposit  requirement  was  dangerous.  No  nation  or  state  had 
ever  permitted  banks  to  be  freely  organized  without  exacting  a 
deposit  of  securities  to  maintain  the  value  of  circulation.  The 
security  of  the  note-holder  was  the  prime  object  to  be  kept  in 
view.  The  difficulty,  nevertheless,  was  patent.  *'  If  the  public 
debt  is  to  be  paid  hereafter  as  rapidly  as  during  the  past  three 
years,"  said  the  Comptroller,  **  all  of  the  interest-bearing  bonds 
will  be  surrendered  and  canceled." 

lai.  In  order  to  make  the  bond-deposit  requirement  less 
burdensome,  the  act  of  July  12,  1882,  among  other  provisions, 
authorized  banks  having  $150,000  or  less  capital  to  withdraw 
bonds  down  to  an  amount  equal  to  one-fourth  of  such  capital. 
Not  more  than  $3,000,000  of  notes  were,  however,  to  be  retired 
in  any  one  month  by  the  deposit  of  lawful  money  therefor. 
Three  per  cent,  bonds  were  to  be  issued  in  exchange  for  those 
bearing  3  J4  per  cent.  All  of  these  provisions  were  favorable  to 
the  banks  in  so  far  as  they  were  permitted  to  cease  issuing  notes 

ary  I,  188 1,  to  $305,587,202  on  March  i,  i88x.  Many  of  the  bonds  were  deposited 
again  after  the  adjournment  of  Congress,  and  the  circulation  increased  to  $332,398,- 
922  on  January  I,  1882." — CoNANT,  History  of  Modem  Banks  of  Issue,  pp.  369-370. 
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at  a  loss,  or  at  little  or  no  profit.  The  reorganization  of  banks 
which  occurred  during  this  period  was  generally  accompanied  by 
a  reduction  of  the  bond-deposit,  as  permitted  by  the  act  of  1882, 
and  consequently  by  a  corresponding  reduction  of  circulation. 
At  the  same  time  a  considerable  number  of  banks  took  the 
opportunity  of  leaving  the  system,  either  by  reorganizing  under 
state  laws  or  by  going  into  liquidation  in  accordance  with  the 
provisions  of  the  act.*  Notwithstanding  this  ttndency  there  has 
been  a  steady,  although  slow  growth  in  the  capital  of  the  system, 
the  increase  being  about  parallel  with  that  of  state  banking  cap< 
ital.  This  growth  may  be  traced  by  reference  to  Table  23  in 
Appendix  II.  At  the  present  time  the  capital  of  the  banks  of 
the  system  is  about  S63 1,000,000. 

X22.  Among  the  first  of  the  causes  for  complaint  against  the 
provisions  of  the  act  of  1864  was  the  system  of  redemption.  It 
was  seen  from  the  first  that  the  problem  of  redemption  was  a 
peculiar  one.  The  diflSculty  lay  in  the  number  and  diversity  of 
the  institutions  and  the  impossibility  of  demanding  universal 
redemption  from  all. 

The  defects  of  the  system  were  early  pointed  out.  As  the 
act  of  1864  stood,  it  provided  for  redemption  only  over  the 
counter  of  the  issuing  bank  and  in  some  one  of  seventeen  speci- 
fied cities,  while  the  banks  in  these  cities  were  required  to  redeem 
in  New  York.  During  1864-1865  there  were  many  proposals  to 
require  redemption  only  at  some  one  central  point,  preferably 
New  York.*  Others  favored  the  requirement  of  redemption  at 
Boston,  Philadelphia,  and  New  York.     A  year  later  the  Comp- 

'  The  decline  of  the  note -circulation  of  the  national  banks,  and  the  fact  that  little 
profit  is  derivable  if  the  banks  are  obliged  to  use  the  note-issue,  has  stripped  the 
national  banking  system  of  one  of  its  principal  advantages  over  other  systems.  Bur- 
dened as  the  national  banks  are  by  the  bond -deposit  requirement,  and  by  various 
other  restrictions,  it  has  latterly  seemed  more  advantageous  to  take  out  charters  under 
state  laws  which  would  grant  greater  freedom  in  the  conduct  of  business.  Thus,  the 
so-called  trust  companies  are  able  to  perform  a  variety  of  functions  which  the  national 
banks  do  not  possess,  and  have  competed  keenly  in  the  principal  cities  with  institu- 
tions organized  under  the  national  act.  In  the  less  important  country  places  small 
state  banks,  though  practically  denied  the  privilege  of  note-issue,  seem  to  have  a 
considerable  advantage  over  the  national  banks. 

^Cf,  Commercial  and  Financial  Chronicle^  September  23, 1865,  p.  394. 
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troller  reported  that  action  on  the  redemption  question  was 
imperatively  demanded.  Of  the  1647  banks  1320  were  already 
voluntarily  redeeming  in  New  York,  Boston,  or  Philadelphia. 
The  argument  for  requiring  redemption  in  one  of  these  three 
cities  was  just  as  valid  for  redemption  at  one  central  point — 
New  York.  In  1867,  the  Comptroller  again  urged  the  necessity 
of  a  suitable  redemption  system.  He  pointed  out  that  ultimate 
redemption  was  secured  by  the  bond-deposit.  It  was  only  con- 
vertibility that  was  absent,  and  this  could  be  secured  by  a  com- 
prehensive system  of  redemptions.  **At  present,"  said  he, 
*' there  is  no  immediate  demand  for  the  redemption  of  national 
bank-notes,  but  it  would  be  one  of  the  healthiest  evidences  of 
returning  soundness  if  it  shculd  be  inaugurated.  It  would  be 
the  first  step  toward  specie  payments  to  see  a  bank-note  accepted 
and  treated  as  a  promise  to  pay,  and  not  the  payment  itself."' 
It  was  noteworthy  that  redemption  at  New  York  was  no  longer 
advocated.  This  was  probably  in  deference  to  the  popular  fear 
that  such  a  system  would  render  the  country  banks  tributary  to 
New  York.  The  latter  objection  was  discussed  a  year  later,  and 
the  Comptroller  suggested  the  organization  of  one  central  bank 
of  redemption  in  New  York  by  the  national  banks  as  stock- 
holders. He  renewed  the  recommendation  in  1869,  but  noth- 
ing was  done,  nor  did  he  again  discuss  the  subject  until  1874. 
Nevertheless,  the  demand  for  action  on  the  redemption  question 
continued.  It  was  said  that  there  were  networks  of  banks  which, 
by  various  maneuvers,  managed  to  avoid  redemption."  Various 
hostile  projects  were  brought  up  in  Congress.  No  legislation  on 
the  subject,  however,  was  passed  until  the  act  of  June  20, 1874.3 
xaj.  Up  to  the  passage  of  this  act  there  had  been,  as  already 
seen,  no  real  redemption.  The  act  of  1874  provided  that  no 
cash  need  be  kept  in  the  vaults  of  the  banks  as  a  reserve  against 
circulation.  National  banks  were,  however,  to  be  compelled  to 
keep  on  deposit  with  the  Treasurer  of  the  United  States  at  Wash- 
ington a  fund  of  5  per  cent,  of  their  outstanding  circulation. 

'  Finance  Report^  1867,  p.  5. 

^Cf,  Hunfs  Merchants'  Magazine^  June  1870,  p.  403. 

3 18,  Siaiuies  at  Large,  p.  123 ;  see  Appendix  I. 
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This  fund  was  to  be  kept  in  lawful  money,  i.  /.«  greenbacks, 
and  was  to  be  used  by  the  Treasurer  for  the  redemption  of  all 
national  bank-notes  presented. 

At  the  present  time,  notes  must  still  be  redeemed  on  demand 
in  lawful  money  by  the  banks  issuing  them,  as  well  as  by  the 
Treasury.  Should  any  bank  fail  to  redeem  its  notes  on  demand,  the 
Comptroller  is  authorized  to  sell  its  deposited  bonds  and  redeem 
the  notes  with  the  proceeds.  In  case  the  proceeds  of  the  bonds 
should  be  deficient,  the  United  States  has  a  paramount  lien  upon 
the  general  assets  of  the  bank.  Gains  arising  from  loss  or 
destruction  of  notes  inure  to  the  benefit  of  the  United  States. 
The  goodness  of  the  notes  is  further  maintained  through  their 
reception  by  the  United  States  in  payment  of  all  dues  (except 
customs)  to  it.  They  are  not  legal  tender  in  payment  of  '*all 
debts,  public  and  private,"  but  must  be  accepted  by  national 
banks  in  payment  of  dues  from  other  banks,  and  are  payable  by 
the  United  States  in  satisfaction  of  all  claims  within  the  United 
States,  except  interest  on  the  public  debt. 

The  working  of  the  redemption  system  thus  inaugurated, 
and  which  has  continued  in  operation  down  to  the  present  time, 
may  be  seen  by  reference  to  Table  2g  in  Appendix  II,  which 
exhibits  the  monthly  redemptions  of  national  bank-notes  since 
the  establishment  of  the  agency  in  Washington.  From  this  it 
appears  that  the  total  volume  of  notes  is  on  the  average 
redeemed  about  once  in  two  years.  This  is  of  course  scarcely 
enough  to  retire  worn  and  mutilated  notes.  Much  less  does  it 
provide  any  real  redemption  or  elasticity.  There  has,  in  fact, 
been  neither  motive  nor  ability  on  the  part  of  the  banks  to  insist 
upon  actual  redemption.  The  provisions  for  bond-deposit, 
which  have  made  the  issue  of  notes  unprofitable  wherever  inter- 
est is  high,  and  unprofitable  in  any  case  except  where  practically 
the  whole  circulation  can  be  kept  permanently  outstanding,  have 
induced  the  banks  to  take  out  only  so  much  circulation  as  they 
can  keep  outstanding  throughout  the  entire  year.  There  has 
thus  been  no  chance  for  the  substitution  by  bankers  of  their 
own  notes  in  place  of  those  of  others,  as  in  Canada,  and  hence  no 
real  redemption  has  been  possible. 
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124.  According  4o  the  terms  of  the  act  of  1864  all  banks, 
except  those  in  seventeen  specified  cities,*  were  to  keep  "on 
hand  in  lawful  moii^y"  at  least  15  per  cent,  of  the  aggregate 
amount  of  their  notes  and  deposits.  Three-iifths  of  this  ''lawful 
money"  might,  however,  consist  of  balances  due  from  banks 
located  in  the  seventeen  cities  before  mentioned.  Banks  in 
these  cities  were  required  to  hold,  in  lawful  money,  25  per  cent, 
of  the  amount  of  their  notes  and  deposits,  but  might  re-deposit 
one-half  of  these  reserves  in  banks  in  New  York. 

From  the  outset,  the  reserve  system  was  a  source  of  many 
difficulties.  The  requirement  of  a  fixed  reserve,  which  should 
be  '*at  all  times  on  hand,"  and  the  contradictory  permission  to 
deposit  three-fifths  of  this  reserve  with  banks  in  cities  other  than 
those  where  the  depositing  bank  was  located,  combined  with  the 
inelastic  and  redundant  character  of  the  currency  and  the 
defective  provisions  for  redemption  to  stimulate  speculative 
transactions  at  the  expense  of  ordinary  business. 

The  framers  of  the  national  bank  act  had  decreed  the  keep- 
ing of  what  was  considered  a  large  reserve,  and  wished  only  to 
make  the  sacrifice  involved  as  little  onerous  as  possible.  Actu- 
ally, the  reserve  system  afforded  just  the  outlet  desired  for 
redundant  currency  at  dull  seasons.  Country  banks,  however, 
would  feel  no  inducement  to  deposit  their  currency  with  other 
banks,  unless  they  received  some  compensation.  Thus  the  cus- 
tom of  paying  interest  upon  deposits  arose.  It  was  necessary  for 
city  banks  to  find  employment  for  sums  thus  deposited  with  them 
by  other  banks.  This  could  only  be  done  during  the  dull  season 
when  the  country  deposits  were  at  their  height,  by  stimulating 
borrowers  through  the  offer  of  unusually  low  interest.  And,  inas- 
much as  the  deposits  were  always  subject  to  demand,  they  could 
similarly  be  loaned  only  on  call.  It  being  seldom  that  large 
sums  of  money  can  be  used  in  legitimate  business  operations 
subject  to  call,  the  outcome  of  the  practice  was  a  stimulation  of 
loans  to  the  stock  market  and  of  speculative  liealings  of  all  sorts. 

There  can  be  no  doubt  that  the  original  intention  of  the  law 
in   permitting  the  depositing  of  reserves  with  other  banks  in 

'Reduced  to  sixteen  by  act  of  March  i,  1872. 
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principal  cities  had  been  merely  to  make  provision  for  counting 
in  the  statement  of  required  reserve  the  funds  deposited  as  a 
basis  for  exchange.  This  would  have  been  open  to  no  objec- 
tion. But  the  offer  of  interest  for  deposits  made  by  certain 
city  banks  with  the  object  of  attracting  to  themselves  the 
deposits  of  country  banks  stimulated  the  country  banks  to 
keep  the  legal  maximum  constantly  on  deposit  with  their  city 
agents. 

125.  This  concentration  of  resources  at  New  York  was  one  of 
the  first  subjects  to  create  anxiety.  The  difficulties  arising  from 
the  massing  of  funds  in  New  York  were  popularly  attributed  to 
the  requirement  of  a  fixed  reserve.  An  agitation  for  the  repeal 
of  all  provisions  of  law  demanding  a  reserve  was  begun,  but  was 
not  strong  enough  to  effect  anything.  In  speaking  of  this  the 
Comptroller  pointed  out,  in  1872,  that  it  was  not  the  strong  and 
wealthy,  but  the  poor  and  weak,  banks  which  were  making  the 
demand  for  a  change  in  reserve  requirements.  The  contention 
that  the  directors  and  managers  of  a  bank  were  the  best  judges 
of  its  needs  in  respect  to  reserves,  was  no  argument  against 
reserve  requirements,  if  those  requirements  were  lower  than 
what  the  judgment  of  the  most  skillful  men  dictated  as  a  proper 
reserve  for  permanent  keeping.  **  If  private  citizens,"  said  the 
Comptroller,  ''  wish  to  transact  business  in  accordance  with 
their  own  judgment,  they  can  avail  themselves  of  the  privilege 
by  conducting  a  private  business."*  That  the  reserve  require- 
ments were  not  extreme,  was  shown  by  the  fact  that  but  6  per 
cent,  of  the  liabilities  of  country  banks,  and  but  I2j4  per  cent, 
of  those  of  reserve-city  banks,  must  be  kept  at  home  in  cash. 
As  a  rule,  about  as  large  a  reserve  was  held  by  the  best  state 
banks  as  by  those  organized  under  national  charters. 

The  defects  of  the  reserve  system  were  strongly  called  to 
the  attention  of  the  people  in  connection  with  the  crisis  of  1873. 
During  the  last  two  months  of  1872  the  money  market  was 
extremely  close,  but  the  year  1873  opened  with  hopes  for  a 
relaxation  of  the  stringency.  These,  however,  were  not  satis- 
fied.    Call  loans,  which  had  been  at  7  per  cent.,  fell  only  tem- 

^  Finance  Report,  1873,  p.  81. 
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porarily  and  rose  again  to  a  point  higher  than  before.  Nearly 
every  branch  of  business  was  affected  by  the  stringency.  For 
some  time  there  had  been  an  active  demand  on  the  part  of 
country  banks  for  their  deposits  with  New  York  banks.  During 
the  two  years  preceding  1873,  the  periodic  stringencies  due  to 
seasonal  demands  by  country  banks,  had  been  more  than  usually 
intense  and  the  fear  of  more  than  ordinary  difficulty  in  obtain- 
ing money  had  become  tolerably  widespread.  Added  to  this, 
the  organization  of  new  banks  in  Western  and  Southern  states, 
and  the  announcement  by  the  Comptroller  in  a  letter  to  the 
national  banks  that  he  should  soon  be  obliged  to  call  upon  the 
largei:  banks  to  reduce  their  circulation,  aroused  fears  of  a 
scarcity  of  currency.'  During  the  few  weeks  prior  to  April  I 
the  demand  of  the  country  banks  for  their  deposits  with  New 
York  banks  had  been  about  double  what  it  had  been  in  ordinary 
years,  and  during  the  period  subsequent  to  that  date  currency 
was  not  returned  as  freely  as  usual. 

126.  The  crisis  of  1873  really  began  with  the  failure  of  the 
Warehouse  Security  Co.,  New  York,  on  September  8,  and  of  two 
other  large  institutions  followed  by  the  failure  of  Messrs.  Jay 
Cooke  &  Co.  and  Messrs.  Fisk  &  Hatch  in  quick  succession  on 
the  1 8th  and  19th.  These  failures  were  closely  connected  with 
the  depression  in  railway  securities  resulting  primarily  from  the 
over-investment  of  capital  in  railway  extension,  but  partly  due 
to  the  Granger  movement  and  the  popular  feeling  against  rail- 
roads. On  the  20th  the  New  York  Stock  Exchange  closed  its 
doors.  The  demand  from  country  correspondents  became  more 
active,  and  their  drafts  came  in  to  such  an  extent  that  reserves 
were  much  reduced.  Call  loans  to  city  borrowers  could  not  be 
realized  upon,  because  the  means  of  borrowers,  being  practically 
exhausted,  were  already  pledged  to  the  banks,  and  even  if  they 
could  have  paid  they  would  have  done  so  in  checks  on  the  asso- 
ciated banks,  which  would  not  have  enlarged  the  stock  of  cash 
on  hand.  The  closing  of  the  Stock  Exchange  was  decisive. 
Immediately  after  this  event,  the  banks  of  New  York  decided  at 
a  meeting  to  make  their  legal  tender  notes  a  common  stock,  and 

'Sec  Commercial  and  Financial  Chronicle,  1873,  vol.  xvi,  pp.  373,  374. 
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to  issue  clearing-house  certificates.'  This  was  followed  by  a 
suspension  of  currency  payments.  Exchange  on  New  York  was 
at  a  discount  and  unavailable,  instead  of  being  at  a  premium  as 
it  should  have  been.  The  other  national  banks,  therefore,  being 
unable  to  withdraw  their  deposits  from  New  York,  suspended 
currency  payments,  and  the  suspension  continued  for  forty  days. 

127.  Recovery,  after  the  crisis  of  1873,  was  rapid  so  far  as 
concerned  the  reestablisment  of  the  bank  reserves.  By  Decem- 
ber 31,1 873,  the  specie  stock  of  the  banks  had  risen  to  {2,286,734, 
and  their  stock  of  legal  tenders  to  $45,904,389,  while  circulation 
and  deposits  were  but  (486,180,869,  showing  a  notable  falling  oCF 
in  the  latter  item.  The  events  of  the  crisis,  however,  made  a 
strong  impression  upon  the  public  mind.  The  report  of  the 
committee  of  the  clearing-house  had  especially  advocated  the 
cessation  of  interest  payments  for  deposits  and  the  keeping  of 
fixed  reserves.  It  was  generally  felt  that  reforms  should  be 
effected  upon  these  two  points.  One  of  the  earlier  drafts  of  the 
act  of  1874,  establishing  the  redemption  fund  at  Washington, 
contained  a  provision  intended  to  meet  both  points.  Banks 
were  to  be  required  to  keep  their  lawful  money  reserves  in  their 
own  vaults  at  the  place  where  their  business  was  ordinarily 
carried  on.  The  bill  containing  this  provision  passed  the  Senate, 
but  was  lost  in  the  House,  and  went  to  a  conference  committee 
which  reported  it  back  with  this  provision  omitted.  Although 
the  bill  abolished  the  redemption  agencies  in  the  sixteen  spe- 
cified cities  so  that  the  keeping  of  funds  in  New  York  and  other 
places  was  no  longer  necessary  except  for  purposes  of  exchange- 

*  According  to  the  resolution  adopted  by  the  New  York  Clearing  House  Associa- 
tion, September  20,  1873,  ^  ^  measure  for  the  relief  of  the  New  York  banks,  "any  bank 
in  the  Clearing  House  Association  [might]  at  its  option,  deposit  with  a  committee  of 
five  persons  to  be  appointed  for  that  purpose  an  amount  of  its  bills  receivable,  or  other 
securities  to  be  approved  by  said  committee  who  shall  be  authorized  to  issue  there- 
for to  said  depositing  bank  certificates  of  deposit,  bearing  interest  at  7  per  cent,  per 
annum,  in  denominations  of  five  and  ten  thousand  dollars,  such  as  may  be  desired, 
to  an  amount  not  in  excess  of  75  per  cent,  of  the  securities  or  bills  receivable  so 
deposited/*  It  was  also  resolved  that  the  legal  tender  notes  then  held  by  the  banks 
were  to  be  treated  as  a  common  fund  for  mutual  protection.  The  committee  before 
referred  to  was  to  have  power  to  equalize  the  notes  by  assessment  or  otherwise  at 
discretion. 
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it  Still  permitted  the  counting  of  such  funds  as  reserve.  Thus 
the  only  important  outcome  of  the  demand  for  changes  in  the 
reserve  requirements  was  the  provision  of  the  act  of  June  20, 
1874,  already  noted,  by  which  the  requirement  of  a  reserve 
against  notes  was  abolished  and  the  5  per  cent,  redemption  fund 
was  ordered  to  be  kept  with  the  Treasurer  in  Washington.  The 
other  provisions  regarding  reserves  were  maintained. 

128.  As  already  mentioned,  the  Resumption  Act  of  1875 
provided  for  the  redemption  of  the  legal  tenders  in  gold  after 
January  ist,  1879.  Since  many  of  the  greenbacks  were  held  in 
the  reserves  of  the  banks,  it  was  highly  important  that  the  banks 
should  cooperate  with  the  Treasury  in  maintaining  its  gold  stock. 
Inasmuch,  however,  as  the  bank  notes  continued  to  be  redeem- 
able in  greenbacks  there  was  no  reason  why  the  banks  should 
throw  any  additional  strain  upon  the  Treasury.  It  was,  in  fact, 
entirely  consonant  with  the  interest  and  desire  of  the  banks  to 
make  resumption  as  easy  forthe  government  as  possible.  Resump- 
tion, was  effected  without  difficulty.  Few  legal  tenders  were  pre- 
sented for  redemption  and  of  these  probably  none  came  from 
the  banks.  Greenbacks  being  thereafter  at  par  in  gold  there 
was  no  longer  any  impediment  to  a  coin  circulation  and  the  coin 
reserves  of  the   banks   consequently  increased  rapidly. 

Since  the  decrease  in  note  circulation  previously  mentioned 
has  become  marked  and  permanent,  and  the  elasticity  of  the 
system  has  consequently  decreased,  the  reserves  of  the  banks 
have  been  subject  to  strains  more  severe  than  formerly.  The 
impossibility  of  issuing  notes  to  meet  mere  currency  needs  in 
time  of  stringency  has  again  and  again  led  to  heavy  withdrawals 
of  current  funds  from  the  depository  banks,  necessitating  resort 
to  expedients  of  various  sorts  for  mutual  support.  Thus,  although 
the  banks  have  in  general  held  reserves  much  in  excess  of  the 
legal  minimum,'  the  prccauticnary  large  reserve  has  been 
rendered  of  no  avail  in  time  of  unusual  demand  for  currency. 
In  this  way  reserves  have  several  times  fallen  much  below  the 

'  It  may  be  noted  that  the  distrust  of  the  country  banks  which  seems  to  exist  in 
some  minds  hardly  seems  warranted  by  the  figures  for  reserve  actually  held.  These 
seem  to  show  that  the  country  banks  have  ordinarily  held,  proportionately  to  the 
reserve  required,  much  more  cash  on  hand  than  have  the  banks  in  reserve  cities. 
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legal  minimum  in  the  financial  centers.  The  problem  of  the 
maintenance  of  an  adequate  reserve  has  thus  become  somewhat 
dependent  on  that  of  securing  an  elastic  currency.  Since  the 
passage  of  the  bank  act  of  1882,  moreover,  several  causes  beside 
the  inelasticity  of  the  note  currency  have  been  at  work  to 
make  conditions  more  difficult.  These  now  remain  to  be  dis- 
cussed. 

129.  Notwithstanding  the  decrease  of  national  bank  circula- 
tion after  1882  the  general  stock  of  currency  did  not  decrease. 
The  issue  of  silver  certificates  under  the  act  of  1878  more  than 
compensated  for  the  tendencies  to  decrease  in  other  directions. 
The  currency  was  thus  kept  redundant,  and  this  redundancy  had 
much  to  do  with  the  strong  export  movement  of  gold  during 
1 882.  This  movement  was  less  intense  during  1883,  ^^^  increased 
to  an  alarming  degree  during  the  early  months  of  1884. 

This  export  movement  tended  to  deplete  the  coin  reserves  of 
the  New  York  banks.  While  the  banks,  during  the  period  prior  to 
the  crisis  of  1873,  had  been  in  a  position  notably  weaker  than  when 
the  crash  actually  came,  so  during  1883  the  banks  were  much 
less  rich  in  specie  than  during  the  early  portion  of  1884.  But 
it  was  precisely  the  generally  excited  condition  of  the  market, 
of  which  weakened  bank  reserves  were  a  symptom,  which  finally 
brought  on  a  disaster.  The  general  over-trading  had  resulted  in 
many  failures  during  1883  ^i^d  the  feeling  of  anxiety  thereby 
induced,  aggravated  by  the  dread  of  legislation  which  might 
lead  to  the  introduction  of  a  silver  standard,  led  ultimately  to 
several  bank  suspensions  in  New  York  which,  as  was  to  be 
expected,  were  followed  by  a  severe  drain  of  country  deposits. 
May  I,  1884,  the  total  coin  holdings  of  the  New  York  banks 
were  but  $9,900,000,  as  against  a  usual  holding  of  from  $  1 5,000,- 
000  to  $26,000,000.  General  suspension  was  imminent.  The 
result,  as  in  1873,  led  to  combined  action  on  the  part  of  the  New 
York  banks.  On  May  14,  at  a  meeting  of  the  members  of  the 
New  York  Clearing-House  Association  the  issue  of  clearing-house 
certificates  was  again  decided  upon.  This  action  resulted  only 
in  a  mitigation  of  excitement.  The  city  deposits  of  the  coun- 
try banks  continued  for  some  time  to  be  heavily  drawn  upon 
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and  for  a  time  the  reserves  of  the  banks  were  reduced  consider- 
ably below  the  legal  level. 

130.  The  reduction  of  bank  circulation  went  on.  The  bank- 
note issues  decreased  with  greater  rapidity  during  the  few  years 
immediately  succeeding  the  act  of  1882  than  at  any  time  before 
or  since.  This  has  already  been  mentioned  and  may  be  seen 
from  the  chart  given  on  a  preceding  page.  Various  bills  intended 
to  remedy  the  defects  of  the  system  of  note-issue  were  intro- 
duced into  Congress,  but  none  was  passed.  A  bill  introduced 
by  Senator  Sherman  in  1887  providing  for  the  repeal  of  the 
provisions  of  law  requiring  a  bond-deposit  in  excess  of  $1000, 
and  for  the  extension  of  the  permitted  note-issue  to  the  par 
value  of  all  bonds  deposited,  like  all  others,  failed  of  passage. 

The  whole  subject,  however,  began  to  attract  attention  more 
intensely  in  1890.  For  some  time  there  had  b^en  a  general 
tendency  to  speculate.  Heavy  investments  in  railways  and 
other  forms  of  fixed  capital  had  necessitated  the  placing  of 
large  volumes  of  securities.  These  had  overloaded  the  market, 
and  the  result  was  a  severe  stringency,  made  more  intense 
by  the  news  of  serious  failures  in  London  and  the  danger  of 
large  withdrawals  of  capital  from  America  in  consequence  of  the 
timidity  of  foreign  investors. 

All  of  these  causes  united  to  bring  on  conditions  much  the 
same  as  those  which  preceded  the  panic  of  1884.  During  the 
first  eight  months  of  1890,  gold  exports  were  exceedingly 
heavy  amounting  to  more  than  $75,000,000,  net.  Assistance 
from  Europe  and  especially  from  England,  which  was  itself  upon 
the  eve  of  a  serious  crisis,  was  not  to  be  looked  for.  During 
the  early  autumn,  demands  on  New  York  City  banks  from  coun- 
try correspondents  became  unusually  pressing.  Deposits  had 
already  fallen  off  in  the  spring  months,  dropping  nearly  $45,000,- 

000  between  February  28  and  May  17.  This  demand  continued 
active  during  the  fall,  and,  though  the  banks  were  able  to 
strengthen  their  position,  the  crisis  could  only  be  postponed. 
It  was  forced  on  by  the  news  of  the  failure  of  Baring  Bros,  of 
London,  and  became  very  serious  early  in  November.     On  the 

1  ith  of  that  month  the  situation  was  so  grave  that  a  meeting  of 
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the  clearing-house  banks  of  New  York  decided  upon  the  issue  of 
clearing-house  loan  certificates.  These  were  put  out  to  the 
extent  of  1 16,64 5,000,  and  the  example  of  the  New  York  Clear- 
ing-House  was  followed  by  those  of  Philadelphia  and  Boston 
soon  afterward.  These  clearing-houses  issued  certificates  to  the 
amounts  of  ^9,65 5,000  and  1 5, 06 5, 000  respectively.  None  of 
the  certificates  were  outstanding  after  May  1891;  but  during  the 
whole  period  the  bank  circulation  continued  practically  inelastic. 

131.  In  the  meantime,  forces  had  been  at  work  bearing 
directly  only  upon  other  parts  of  the  general  monetary  system, 
but  ultimately  influencing  the  national  banks.  The  acts  of  Feb- 
ruary 28,  1878,  and  July  14,  1890,  had  led  to  the  coinage  of  large 
quantities  of  silver  dollars  and  the  issue  of  Treasury  notes. 
These  acts,  aided  by  the  willingness  of  the  government  to  furnish 
free  transportation  for  silver  dollars,  had  to  some  extent  assisted 
in  narrowing  the  scope  of  the  national  bank-note  and  contrib- 
uted to  reduce  the  volume  of  this  paper  in  circulation.  This, 
however,  was  the  least  important  effect  of  the  two  acts.  These 
measures,  by  destroying  confidence  and  stimulating  fears  of  a 
silver  standard,  together  with  the  redundancy  of  the  silver  and 
government  paper,  created  unrest,  drove  gold  out  of  the  country, 
threw  all  demands  back  upon  the  slender  gold  stock  of  the 
Treasury,  brought  on  the  panic  of  1890  and  its  successors  in 
1893  and  1896, — and  weakened  the  position  of  the  national 
banks,  not  merely  by  a  destruction  of  confidence,  but  by  a 
direct  effect  upon  their  reserves. 

132.  Recovery  from  the  crisis  of  1890  early  in  1891  was 
merely  apparent.  The  causes  which  had  operated  to  disturb 
the  commercial  equilibrium  in  1890  were  still  in  operation  and, 
in  conjunction  with  other  unfortunate  circumstances,  intensified 
what  would  in  any  event  have  been  bad  into  the  worst  mone- 
tary and  banking  crisis  the  country  has  ever  seen.  The  gold 
exports  and  withdrawals  from  the  Treasury,  which  continued 
from  the  moment  the  Sherman  law  was  passed,  were  largely 
due  to  the  fears  of  foreign  investors.  Crops,  indeed,  were  good 
in  1892,  and  momentarily  turned  the  course  of  foreign  trade, 
but  this  relief  was  short-lived.     The  over-investment  in  fixed 
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capital  which  continued  during  1892  aggravated  the  situation, 
and  1893  opened  with  every  probability  of  a  terrible  monetary 
crisis.  Heavy  failures  began  almost  with  the  new  year,  and  by 
the  middle  of  May  the  panic  was  in  full  swing,  proving  to  be 
far  the  most  disastrous  period  in  the  history  of  the  national 
banking  system.  More  national  banks  suspended  in  June  than 
in  any  previous  year,  and  three  times  as  many  in  July  as  in 
June.  Private  and  state  banks  and  corporations  collapsed  in 
immense  numbers.  As  usual,  the  issue  of  clearing-house  cer- 
tificates was  resorted  to,  and  that  on  a  scale  much  greater  than 
in  previous  years.  The  device  was  also  much  more  widely  used 
than  previously.  Philadelphia  began  the  issue  of  certificates, 
the  first  making  its  appearance  on  June  16.  New  York  and 
Boston  resorted  to  the  same  expedient  on  June  21  and  27 
respectively,  then  Baltimore,  followed  by  Pittsburg.  For  the 
aggregate  of  these  cities  the  largest  amount  outstanding  at 
any  one  time  was  f  63,200,000.  Few  were  outstanding,  however, 
on  October  31.  Efficient  as  were  the  clearing-house  certificates 
of  the  associated  banks  as  far  as  they  went,  no  adequate  assist- 
ance was  furnished  by  the  notes  of  the  national  banking  system. 
True,  the  violence  of  the  crisis  forced  the  system  to  do  its 
utmost  for  the  relief  of  the  business  community  but,  in  such  a 
test,  it  displayed  its  inefficiency. 

That  nothing  except  the  most  strenuous  demand  for  money 
or  currency  can  bring  about  an  increase  in  the  national  bank- 
note issues,  and  then  only  in  a  very  inadequate  and  halting 
way  may  be  seen  from  a  study  of  the  crisis  of  1893,  and  the 
currency  scarcity  resulting  from  it.  The  total  increase  of 
national  bank-currency  during  the  unprecedented  stringency  in 
the  fall  of  1893  was  only  about  15  per  cent.,  which  was  less 
than  half  the  amount  of  money  supplied  through  purchase 
of  European  gold  by  individual  bankers  in  the  single  month 
of  August.  On  June  i,  1893,  the  total  volume  of  national 
bank-notes  outstanding,  including  those  in  the  United  States 
Treasury  and  subtreasuries  amounted  in  round  numbers  to 
$177,000,000.  The  intense  stringency  during  the  succeeding 
weeks  and  months  threw  such  a  burden  upon  the  existing  sup- 
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pjy  of  money  —  already  strained  to  its  utmost — that  the  slight 
expansion  in  the  note-issues  of  the  national  banks  was  utterly 
inadequate  to  meet  the  increased  demand.  This  led  to  the 
adoption  of  various  substitutes  for  currency  and  money.  The 
clearing-house  certificates,  already  mentioned,  were  issued  to  the 
amount  of  over  t4 1,000,000  in  New  York,  $22,500,000  in  Phila- 
delphia and  Boston,  and  1 5, 000,000  in  the  aggregate  in  several 
other  cities.  These  expedients,  however,  were  only  employed 
in  financial  centers.  In  the  Western  and  Southern  states  it  was 
necessary  to  resort  to  an  immense  number  of  contrivances  to 
supply  the  wanting  circulating  medium.  Not  only  did  many 
holders  of  United  States  bonds  of  large  denominations  have 
them  exchanged  for  lower  denominations  and  use  these  small 
bonds  as  currency,  but  considerable  sums  of  certified  checks 
were  issued  to  circulate  as  money.  In  many  places  resort  was 
had  to  checks  payable  only  through  clearing-houses,  and  many 
large  corporations  issued  checks  of  small  denominations  upon 
the  strength  of  their  individual  credit.  Many  printed  checks 
drawn  on  New  York  and  used  as  local  currency  were  issued  by 
certain  railways,  and  even  so-called  bond  certificates,  represent- 
ing securities  deposited  in  trust,  as  well  as  bonds  of  verj^  low 
denominations  issued  by  certain  cities,  were  used  in  meeting  pay- 
rolls, and  in  turn  by  employes  in  purchasing  ordinary  necessities. 
Besides  these,  there  came  into  existence  an  immense  number  of 
orders  and  certificates  of  various  sorts  which  served  as  currency 
in  sections  where  real  money  or  money  substitutes  were  scarce 
or  wholly  wanting.  During  the  whole  period,  as  already  stated, 
the  increase  in  national  bank  circulation  was  phenomenally 
slight.  True,  it  did  increase  from  $177,000,000  already  said  to 
have  been  outstanding  on  June  first,  to  about  $199,000,000  on 
September  first,  and  about  $209,000,000  on  the  first  of  Novem- 
ber. Only  the  very  strongest  stimulus  was  able  to  increase  it  in 
the  slightest.  Even  then,  it  did  not  arrive  until  after  the  need 
was  past,  for  many  packages  of  currency  were  returned  unopened 
by  banks  which  had  sent  for  them  during  the  scarcity. 

The  period  since  the  crisis  of  1893,  has  not  been  a  prosper- 
ous one  for  the  national  banks.     Failures  have  been  numerous 


HISTORY  OF  THE  NATIONAL  BANKING  SYSTEM  223 

and  business  conditions  unfavorable.  There  has  been  a  notice- 
able diminution  of  capital  since  1890.  Circulation  has,  on  the 
contrary,  increased  slightly,  owing  to  the  lower  prices  of  United 
States  bonds.  Deposits,  which  fell  off  during  1893  with  a 
rapidity  and  to  an  extent  not  before  known,  recovered  rapidly 
but  continued  upon  a  lower  level  than  formerly. 


CIRCULATION  SECURED  BY  BONDS. 

133.  Whatever  impedes  the  ability  of  a  bank  to  furnish  its 
currency,  whether  this  currency  take  the  form  of  notes  or  of 
de|x>sits,  must  necessarily  hinder  it  in  the  performance  of  its 
legitimate  functions.  As  will  be  seen  later'  the  assessment  of  a 
tax  u|x>n  the  currency  of  a  bank  will  increase  the  cost  to  the 
bank  of  furnishing  its  loans  to  the  community.  That  is  to  say, 
so  far  as  it  results  in  a  rise  in  the  rate  of  interest,  it  means  that 
the  tax  has  been  shifted  by  the  bank  to  the  borrower.  From 
the  side  of  the  borrower  it  is  dear  that  anything  which  interferes 
with  the  ability  of  the  bank  to  make  him  a  loan  and  thus  raises 
the  rate  of  discount  is  injurious  to  him.  It  is  clear,  then,  that  in 
the  interest  of  the  whole  community  the  issue  of  bank  currency 
should  be  as  unrestricted  as  is  consistent  with  safety. 

In  the  United  States  the  choice  at  present  is  supposed  to  lie 
between  a  bond-secured  issue  (bonds  or  securities  of  some  sort 
being  pledged  for  the  redemption  of  the  circulation)  and  a  sys- 
tem in  which  the  notes,  like  the  deposits,  are  secured  only  by 
the  general  assets  of  the  bank.  Before  considering,  however, 
the  bond-secured  type  of  circulation  as  such,  one  point  having 
special  application  to  the  banking  system  of  the  United  States 
must  be  considered.  The  bonds  at  present  required  as  security 
for  circulation  are  national  bonds^  The  people  of  the  United 
States  have  become  accustomed  to  the  security  of  bank  notes 
based  upon  the  deposit  with  the  government  of  national  bonds. 
For  thirty-five  years  this  has  furnished  an  absolutely  safe  bank 
circulation.  There  is  good  reason  why  the  people  should  have 
come  to  regard  this  system  as  highly  satisfactory,  and  why  there 
should  be  a  strong  belief  that  no  other  kind  of  security  would 
be  acceptable. 

It  is  well  understood,  however,  to  be  the  traditional  policy  of 
the  United  States  to  pay  off  its  bonded  indebtedness.    Since  the 

'  In  Section  242. 
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close  of  the  Civil  War  the  reduction  of  the  debt  has  gone  on  in 
a  way  to  surprise  the  debt-burdened  countries  of  Europe.  Two- 
thirds  of  the  debt  existing  in  1865  has  been  paid  ofiE  and  the 
amount  of  bonds  now  available  for  national  bank  circulation 
is  not  large.  If  we  should  return  to  the  policy  of  the  past  and 
begin  the  payment  of  our  national  debt  again,  it  is  evident  that 
United  States  bonds  could  not  be  used  to  provide  a  permanent 
and  increasing  bank  circulation.  Certainly,  we  may  not 
seriously  discuss  the  possibility  that  a  debt  of  the  United  States 
would  be  purposely  contracted  or  maintained  merely  in  order 
that  bonds  might  be  provided  with  which  to  secure  the  notes  of 
national  banks. 

Even  if  sufficient  amounts  of  United*  States  bonds  were  pro- 
vided in  the  future,  or  if  other  kinds  of  bonds  were  deemed 
satisfactory,  there  would  still  be  serious  objections  to  the  plan 
of  a  circulation  secured  by  bonds. 

First,  any  provision  which  obstructs  the  easy  flow  of  loans 
from  banks  to  customers  in  the  particular  form  in  which  they 
wish  to  take  their  loans  is  a  burden  to  the  community.  It 
works  in  much  the  same  way  as  an  increased  cost  of  agricultural 
implements  to  farmers,  who  can  accomplish  results  only  at  an 
increased  cost,  whether  their  tools  cost  them  more,  or  whether 
their  loans  cost  them  more.  Any  means  by  which  the  notes  are 
less  obstructed,  will  facilitate  loans,  and  better  serve  the  com- 
munity which  is  dependent  on  notes. 

134.  To  communities  where  the  supply  of  loanable  capital  is 
inadequate  to  the  demands  and  where  the  rate  of  interest  is  cor- 
respondingly high,  the  system  of  bond-security  as  a  basis  for 
note-issue  is  especially  disadvantageous  for  another  reason.  It 
deprives  that  community  of  a  large  amount  of  capital  which  it 
would  otherwise  have,  in  that  it  requires  the  banks  in  that  com- 
munity to  loan  elsewhere  at  a  low  rate  of  interest  (in  the  form 
of  investments  in  bonds)  large  amounts  which  would  otherwise 
be  loaned  to  borrowers  in  the  community  in  question.  An  illus- 
tration may  make  this  clearer.  The  present  capital  of  the 
national  banks  of  Nebraska,  Kansas,  Alabama,  and  Texas  is 
about  S4S»ooo,ooo;  the  deposits  in  those  states  are,  roughly. 
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^75,000,000.  If  the  banks  of  these  states  were  to  issue  notes 
under  the  present  system  to  the  amount  of  $36,000,000  (80  per 
cent,  of  their  capital)  their  accounts  would  stand  somewhat  as 
follows : 

CIRCULATION   BASED   ON    PRESENT   BOND    REQUIREMENT. 

Resources.  Liabilities. 

Loans  to  community  . . .  $81,200,000      Capital $45,000,000 

United  States  bonds ' . . .     46,800,000      Surplus  and    undivided 

Reserve  (cash    and   on  profits 12,000,000 

deposit) 40,000,000      Circulating  notes  ......     36,000,000 

Deposits 75,000,000 

$168,000,000  $168,000,000 

If,  however,  the  banks  were  not  required  to  invest  in  bonds, 
they  could  loan  to  local  borrowers  not  only  the  f  8 1,200,000 
possible  under  the  present  law,  but  also  the  $46,800,000  now 
required  to  be  invested  in  bonds — leaving  the  account  standing 
as  follows : 

CIRCULATION    BASED    ON    COMMERCIAL  ASSETS. 

Resources.  Liabilities. 

Loans  to  community. .  .$128,000,000'      Capital $45,000,000 

Reserve  (cash  and   on  Surplus   and   undivided 

deposit) 40,000,000  profits 12,000,000 

Circulating  notes 36,000,000 

Deposits 75,000,000 

$168,000,000  $168,000,000 

This  of  itself  would  be  objection  enough  to  the  system  from 
the  standpoint  of  our  Western  and  Southern  states ;  but  when 
to  this  hardship  that  capital  is  taken  away  from  their  local  bor- 
rowers and  invested  elsewhere  in  bonds  is  added  the  further 
disability  which  has  been  mentioned — that  this  outside  invest- 
ment must  be  at  an  exceedingly  low  rate  of  interest — it  seems 
inexplicable  that  the  system  should   have    been  permitted  to 

'$20,000,000  4*s  of  1907  at  no,  and  $20,000,000  4's  of  1925  at  X24. 
*  The  sum  of  the  loans  and  t^e  cost  of  the  bonds  under  the  bond-deposit  require- 
ment. 
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exist  as  long  as  it  has.  It  needs  no  argument  to  show  that  if 
one  condition  precedent  to  the  establishment  of  a  bank  of  issue 
in  such  a  locality,  is  that  a  greater  or  less  amount  of  capital  shall 
be  loaned  elsewhere  at  a  rate  of  interest  much  lower  than  the 
local  rate,  the  loss  thus  incurred  will  necessarily  be  made  up  by 
a  higher  rate  of  interest  upon  the  capital  which  remains  to  be 
loaned  at  home. 

135.  A  system  of  bond-deposit  security  will  be  a  rigid  sys- 
tem. It  cannot  respond  to  sudden  needs.  The  relation  of  the 
price  of  bonds  to  the  market  rate  of  interest  produces  great 
difficulties  in  regard  to  the  probable  issue  of  bank-note  circula- 
tion when  it  is  needed. 

It  is  well  understood  that  changes  may  take  place  in  the 
value  of  bonds  due  to  changes  in  the  credit  of  the  government 
or  to  changes  in  the  normal  rate  of  interest,  entirely  outside  of 
the  control  of  the  banks.  As  elsewhere  shown,  the  profit  of  a 
bank  on  its  circulation  is  diminished  as  the  price  of  the 
deposited  bonds  increases,  that  is  to  say,  as  the  rate  of  interest 
received  on  the  bonds  falls  below  the  commercial  rate.  For  this 
reason  changes  in  the  price  of  bonds  may  have  a  direct  bearing 
upon  the  profit  of  circulation,  and  hence  upon  the  volume  of 
the  notes  which  the  banks  will  thereby  keep  outstanding.  It 
may,  therefore,  be  laid  down  as  an  undisputed  fact  that  a  system 
of  bond-secured  circulation  is  practically  inconsistent  with  the 
automatic  adjustment  of  the  quantity  of  notes  to  the  demands 
of  borrowers  and  the  needs  of  trade.  When  the  demand  for 
loans  is  great,  there  is  little  profit  to  be  made  in  putting  out 
notes ;  that  is,  when  the  demand  is  urgent,  the  supply  is  not 
forthcoming. 

Also,  an  increase  in  the  commercial  rate  of  interest  will  lessen 
the  relative  profitableness  of  issuing  notes,  secured  by  bonds 
paying  a  low  and  fixed  rate  of  interest.  At  any  given  time,  with 
bonds  at  a  definite  price,  the  existing  system  makes  the  issue  of 
notes  profitable  in  those  sections  like  New  England,  for  example, 
where  there  is  already  an  abundance  of  both  currency  and  capi- 
tal, accompanied  by  low  rates  of  interest,  and  unprofitable  in 
those  sections  such  as  the  West  and  South,  where  rates  of  inter- 
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est  are  high  and  a  real  demand  for  more  currency  and  capital 
exists.' 

As  already  explained,  the  bonds  are  high-priced  and  bear  a 
low  rate  of  interest ;  and  yet,  in  times  of  financial  stringency,  the 
rate  of  discount  is  sure  to  be  high,  and  borrowers  are  in  great 
need  of  loans.  As  against  buying  bonds  bearing  a  low  rate  of 
interest  in  order  to  issue  notes,  there  is  the  opportunity  of  loan- 
ing such  funds  directly  at  the  high  market  rate  of  discount. 
The  situation,  therefore,  puts  a  premium  upon  the  direct  use  of 
banking  capital,  as  against  the  method  of  investment  which 
leads  to  increasing  the  bank-note  circulation.  In  those  com- 
munities where  bank-notes  are  essential  to  making  discounts 
this  is  a  serious  obstacle.  In  short,  at  the  time  or  place  of 
pressing  demand  under  the  existing  system,  the  supply  of  notes 
is  not  forthcoming. 

On  the  other  hand,  if  the  country  is  suffering  from  business 
depression,  if  funds  are  accumulating  in  the  banks,  and  if  the 
market  rate  of  interest  is  low  because  there  are  few  opportuni- 
ties of  profitably  employing  capital,  then  it  would  not  be  impos- 
sible to  expect  the  banks  to  use  superabundant  funds  in  buying 
bonds  of  a  low  rate  of  interest.  Therefore,  at  a  time  when  the 
demand  for  loans  is  slight  and  the  rate  of  discount  low,  it  would 
be  easy  for  the  banks  to  invest  in  bonds  and  thereby  obtain  notes. 
In  short,  when  there  is  no  demand,  the  supply  is  easily  obtained. 
It  needs  no  further  comment,  consequently,  to  see  that  such  a 
system  of  note-issues  works  at  cross  purposes  [with  the  needs 
of  the  public.  With  a  deposit  of  bonds  for  security  of  notes, 
there  is  no  supply  of  notes  at  a  time  when  most  needed  and  an 
abundant  supply  of  notes  when  least  needed.' 

z  It  appears  for  example,  that,  in  the  New  England  States,  where  the  commercial 
rate  of  discount  is  not  over  S  or  6  per  cent,  the  national  banks  find  it  profitable  to 
issue  in  excess  of  the  notes  on  the  required  deposit  of  bonds,  more  than  half  the 
amount  which  they  might  so  issue ;  while  in  the  Western  and  Southern  states,  the 
banks  issue,  in  general,  but  little  more  than  the  amount  of  notes  permitted  upon  their 
required  deposit  of  bonds.    See  pp.  190-192. 

'This  has  been  clearly  Illustrated  by  the  experience  of  the  last  half  dozen 
years.  "From  1882  until  1889  there  was  a  pretty  steady  advance  in  the  price  of  gov- 
ernment bonds;  the  4*s  of  1907  having  risen  from  103  in  1880  to  129  in  1889.  In 
1880  and  x88i,  while  these  bonds  were  selling  between  103  and  112,  there  was  some 
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136.  It  should  be  noted  that  when  the  necessities  of  business 
urgently  demand  additional  notes,  even  if  the  price  of  bonds 
should  be  such  as  to  make  the  issue  profitable,  the  delays  inci- 
dent to  the  purchase  of  bonds,  the  taking  out  of  circulation  upon 
them,  etc.,would  make  it  impossible  to  obtain  the  currency  until 
all  need  for  it  was  practically  past.  '  Under  such  a  system,  there- 
fore, banks  must  refuse  to  customers  additional  supplies  of  notes 
upon  sudden  demand  even  though  the  community  in  such  cir- 
cumstances has  enlarged  its  currency  need  and  an  additional 
supply  may,  therefore,  without  additional  strain  on  the  bank,  be 
kept  in  circulation.  Under  such  circumstances,  if  notes  are  an 
essential  to  the  borrower,  rates  for  loans  rise  abnormally  and 
crisis  conditions  are  vastly  intensified.     Probably  the  best  illus- 

increase  in  the  national  bank  circulation ;  but  their  price  touched  120  in  1882,  and  for 
nine  years  thereafter,  the  bonds  being  high  priced,  there  was  a  steady  decrease  in  the 
note  circulation  of  the  national  banks.  The  financial  panic  of  1890  caused  a  fall  in 
the  prices  of  govemment  bonds,  and  thereby  increased  the  chances  of  profit  on  the 
circulation  of  national  bank  notes.  As  a  result  there  was  a  net  increase  of  $13,000,000 
in  their  circulation  in  1 89 1,  and  of  $8,000,000  in  1892.  Now,  in  these  two  years, 
there  was  absolutely  no  demand  for  an  increase  in  the  circulating  medium  of  this 
country ;  on  the  contrary,  the  Treasury  Department  in  these  years  was  injecting  arbi- 
trarily between  $25,000,000  and  $50,000,000  of  silver  paper  money  into  the  currency 
of  the  country,  as  a  result  of  the  Silver  Purchase  Act  of  1890,  and  gold,  in  conse- 
quence, was  being  exported  at  a  rate  which  alarmed  business  men  and  finally  pre- 
cipitated the  panic  of  1893. 

"During  1893  the  4's of  1907  sold  down  to  113,  and  the  banks  added  to  their  cir- 
culation $37,000,000.  During  the  months  of  June,  July,  and  August  of  that  year  there 
was  a  most  urgent  need  for  an  expansion  of  the  currency ;  but  during  these  months 
the  new  national  bank  notes  did  not  appear.  Not  until  after  the  panic  was  over  and 
money  was  piling  up^in  all  the  financial  centers — a  drug  on  the  market — did  the 
increase  in  the  national  bank  note  circulation  take  place.  As  a  result  of  the  panic, 
business  being  depressed,  the  interest  rate  on  prime^commercial  paper  during  1894, 
1895  and  1896  was  between  3  per  cent  and  '4  per  cent.  The  money  supply  of  the 
country  was  in  excess  of  its  needs  and  gold  was  exported  in  large  amounts.  The 
Treasury,  embarrassed  by  the  withdrawals  of  gold,  was  forced  to  issue  bonds  in  order 
to  maintain  the  gold  reserve.  These  bond  issues  forced  down  the  prices  of  bonds, 
and  thus  increased  the  profit  which  banks  could  make  upon  new  circulation.  There- 
fore, considerable  idle  banking  capital,  which  could  be  loaned  barely  at  3  per  cent, 
in  business,  was  exchanged  for  government  bonds  and  made  the  basis  for  bank  notes, 
so  that  in  1895  and  1896  there  was  a  net  addition  to  the  bank  note  circulation  of 
$32,000,000.  Thus,  the  national  bank  note  helped  to  embarrass  the  government  by 
inflating  the  currency  at  a  time  when  the  government  was  doing  its  utmost  to  hinder 
inflation  and  prevent  the*exportation  of  gold  to  Europe."— Professor  Joseph  French 
Johnson,  in  response  to  the  interrogatories  of  the  Monetary  Commission, 
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tration  of  this  delay  in  responding  to  demand  was  seen  in  the 
difficulty  of  obtaining  currency  during  the  summer  of  1893, 
when  it  was  practically  impossible  to  secure  a  sufficient  supply 
of  a  circulating  medium  of  any  sort.  The  New  York  banks  held 
on  June  i,  1893,  a  surplus  of  f  21,000,000  in  excess  of  their  legal 
reserve.  At  that  time  the  volume  of  national  bank  notes  out- 
standing was  about  %  i  yy^ooo^ooo.  By  the  first  of  August  extraor- 
dinary demands  for  currency  had  drawn  down  the  reserves  C14,- 
000,000  below  the  legal  minimum  and  yet  the  outstanding  notes 
were  only  about  f  5,000,000  more  than  June  i.  By  September  i, 
however,  when  the  reserves  were  but  f  1,500,000  below  the  mini- 
mum, and  the  urgency  was  past  and  currency  once  more  com- 
paratively abundant,  the  notes  had  begun  to  expand  and  had 
already  reached  f  199,800,000,  subsequently  rising  to  {209,300,- 
000  on  November  i,  notwithstanding  the  continued  decrease  in 
the  demand  for  them. 

These  considerations  may  be  stated  in  three  indictments  of 
the  system  (i)  higher  regular  rates  of  interest ;  (2)  inelasticity; 
(3)  inconvenience  and  delay. 

The  explanations  here  briefly  given  sufficiently  account  also 
for  the  extraordinary  fact  in  the  history  of  the  national  banking 
system  that  from  December  1873,  when  the  note  circulation 
stood  at  ^34 1,320,256,  it  pretty  steadily  diminished  to  October 
1890,  when  the  amount  outstanding  was  but  f  122,928,084. 
That  is,  in  the  face  of  a  special  stress,  the  bank-note  circulation 
proved  its  maladjustment  to  the  needs  of  the  public  by  shrinking 
at  the  time  when  there  was  more  work  to  be  done. 
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137.  None  of  the  objections  previously  noted  are,  of  course, 
applicable  to  notes  issued  on  the  security  of  general  commercial 
assets.  It  has  been  fully  shown  that  a  bond^secured  circulation 
cannot  furnish  an  elastic  medium,  expanding  and  contracting 
automatically.  But  it  is  quite  otherwise  with  a  currency  which 
is  based  upon  the  general  assets  of  the  issuing  banks.  The 
volume  of  notes  put  forth  under  such  circumstances  will,  like 
deposits,  automatically  expand  in  volume  by  being  issued  upon 
demand  from  legitimate  borrowers,  and  automatically  contract 
by  being  returned  to  the  bank  when  the  need  for  the  currency 
is  past.  Under  such  a  system,  any  increase  in  the  demand  for 
money,  and  consequent  higher  rate  of  interest,  adds  to  the 
inducement  to  issue  notes,  instead  of  making  it  less  profitable  as 
in  the  case  of  bond-secured  currency. 

There  is,  moreover,  no  delay  or  inconvenience  such  as  exists 
where  bonds  must  be  purchased  and  deposited  with  the  Treas- 
urer before  the  notes  can  be  issued.  The  assets  on  which  the 
notes  are  based  are  the  ordinary  commercial  paper  acquired  by 
the  bank  in  the  course  of  its  regular  business.  The  bank  is 
thus  always  ready  to  increase  its  circulation  if  the  public  will 
use  more  notes,  and  all  considerations  of  profit  lead  it  to  do  so, 
as  its  power  to  loan  will  be  increased  in  proportion  as  it  is  able 
to  keep  more  notes  in  circulation.  The  same  motives  acting  on 
all  the  banks  lead  to  active  competition,  which,  as  explained 
elsewhere,  results  in  the  prompt  redemption  of  all  notes  depos- 
ited or  paid  into  any  bank. 

The  greater  comparative  elasticity  of  a  system  of  bank  cur- 
rency based  on  general  assets  over  one  based  on  deposit  of 
bonds,  is  shown  not  merely  by  a  comparison  of  the  national 
bank  system  with  foreign  systems  based  on  general  assets,  but 
even  more  sharply  by  an  examination  of  the  results  of  the  two 
systems  when  existing  side  by  side  in  New  York,  prior  to  i860. 
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In  that  state  the  so-called  "Safety  Fund  Banks"  were  free  to 
issue  notes  upon  their  general  commercial  assets;  while  the 
"free  banks"  were  obliged  to  deposit  with  state  officials  either 
United  States  or  state  bonds,  or  bonds  and  mortgages.  Because 
the  rate  of  interest  which  these  investments  bore  was  not  very 
much  less  than  the  commercial  rate,  the  inelasticity  of  the  bond- 
secured  currency  in  New  York  was  not  as  great  as  that  of  the 
national  banking  system.  Yet,  as  compared  with  the  circulation 
issued  by  the  safety  fund  banks  upon  commercial  assets,  it  was 
so  rigid  as  to  make  its  inferiority  in  this  regard  perfectly  mani- 
fest.* 

Another  result  of  a  system  of  bank  currency  based  on  gen- 
eral assets — indeed  a  corollary  of  what  has  just  been  stated — 
is  that  each  community  is  thereby  enabled  to  furnish  for  itself 
most  easily  and  economically  just  such  a  currency  as  it  requires 
for  the  convenient  transaction  of  its  business.  The  rural  dis- 
tricts are  not  forced  to  go  to  more  expense  in  creating  their  cur- 
rency— notes — than  are  the  commercial  centers  in  creating  that 
which  they  use — deposits. 

Then,  again,  where  commercial  paper  is  accepted  as  the  basis 
for  the  notes,  the  banks  are  not  obliged  to  withdraw  from  the 
community  for  investment  in  bonds  a  large  portion  of  their 
funds.  The  local  borrowers  thus  get  the  benefit  of  having 
offered  to  them  the  capital  which  a  bond-secured  system 
requires  to  be  invested  in  bonds.  For  sections  where  notes,  as 
distinguished  from  deposits,  constitute  the  important  part  of 
the  currency,  this  is  equivalent  to  a  large  increase  in  the 
capital  offered  to  borrowers,  and  results  in  a  consequent  lower 
interest. 

Considerations  of  elasticity,  the  greater  facility  given  for 
the  prompt  and  automatic  adaptation  of  the  supply  of  currency 
to  varying  demands,  the  larger  opportunities  afforded  to  every 
rural  community  to  furnish  for  itself  easily  and  economically 
the  currency  which  it  needs  for  the  convenient  transaction  of  its 
business,  and  the  ability  given  to  banks  to  loan  more  freely  to 
local  borrowers,  thus  favor  the  issue  of  bank  notes  upon  the  gen- 

'See  diagram  in  Sound  Currency^  1896,  p.  306. 
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eral  assets  of  the  bank  as  distinguished  from  the  system  of  bond 
security. 

138.  The  only  arguments  which  have  been  seriously  opposed 
to  this  plan  have  been  based  on  the  fear  that  the  security  provided 
by  general  commercial  assets  would  not  be  equal  to  that  afforded 
by  bonds.  The  validity  of  the  objection  depends  entirely  upon  the 
character  of  the  assets.  Of  what,  then,  do  the  ordinary  assets  of 
banks  consist,  and  what  is  their  amount  and  character  ?  In  this 
connection  it  is  neither  necessary  nor  proper  to  consider  any  one 
bank  apart  from  the  others ;  for,  under  the  plan  proposed  in  this 
Report,  the  notes  of  each  bank  are  secured  not  only  by  its  own 
assets,  but  also,  if  those  assets  should  prove  insufficient,  by  such 
portion  as  might  be  necessary  of  the  assets  of  all  the  other 
banks.  It  is,  therefore,  the  general  question  of  the  character 
of  bank  assets  as  a  whole  with  which  we  are  concerned.  These 
assets  are  the  result  of  loans  made  by  the  banks  to  those  car- 
rying on  the  business  of  the  country  ;  they  represent  in  the  main 
marketable  products  or  commodities  in  the  process  of  exchange 
and  distribution.  They  are  made  by  bankers  whose  interest  it  is 
to  see  that  they  are  sound,  inasmuch  as  the  first  loss,  if  any, 
must  fall  on  the  bank  and  its  stockholders.  These  assets,  there- 
fore are  based  on  and  secured  by  the  best  business  of  the  coun- 
try ;  their  character  rests  on  that  which  is  a  condition  precedent 
to  all  solvency,  individual,  corporate,  and  governmental.  Should 
the  time  ever  come,  in  this  or  any  other  country,  when  the  best 
business  assets  were  not  worth  on  the  average  35  cents  on  the 
dollar,  a  time  will  have  come  when  government  and  munici- 
pal bonds  will  likewise  be  practically  valueless.  It  is  con- 
ceivable that  a  government  may  become  bankrupt  while  the 
great  portion  ot  the  private  business  of  the  country  remains 
solvent;  indeed,  this  has  occurred.  But  it  is  not  conceivable 
that  the  bulk  of  the  private  business  of  a  country  can  become 
worthless  and  the  government  of  that  country  remain  solvent ; 
this  has  never  occurred.  These  considerations  make  it  clear 
that,  taken  in  the  aggregate,  there  can  be  no  safer  security  for 
bank  notes  than  that  afforded  by  the  combined  commercial 
assets  of  the  issuing  banks.     No  revulsion  which  has  ever  taken 
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place  in  this  or  any  other  country  of  similar  commercial  devel 
opment  has  been  so  serious  that  it  would  have  impaired  the  value 
of  notes  secured  by  such  assets. 

139*  Under  the  plan  proposed  by  the  Commission  the 
resources  behind  the  notes  would  be  much  greater  than  is 
usually  supposed.  The  present  capital  of  all  national  banks  is 
$63 1, 488,095 ;  and  if  notes  should  be  issued  by  all  of  them  to 
the  amount  of  80  per  cent,  of  their  unimpaired  capital,  the 
aggregate  would  be  $505,190,476,  for  which  the  security  in  the 
form  of  total  assets  would  be  $4,01 1,403,513,'  or  a  protection  of 
nearly  8  to  i.  But,  it  will  be  said,  not  all  banks  will  issue  notes 
to  this  limit ;  and  this  will  be  done  mainly  by  the  banks  outside 
of  reserve  cities.  The  present  capital  of  the  3,276  banks  out- 
side of  reserve  cities  (though  including  some  cities  of  consid- 
erable size)  is  $401, 302,835 ;  of  which  80  per  cent,  would  be 
$321,042,268;  for  which  the  security  in  the  form  of  total  assets 
would  be  $1,956,216,503,  or  $6.10  to  every  $1  of  notes. 

There  can  be  no  question,  then,  that  in  the  aggregate  the 
security  behind  the  notes  would  be  ample.  It  is  for  occasional 
banks  where  such  would  nat  be  the  case  that  the  Guaranty 
Fund  is  provided.  And,  finally,  the  power  of  the  Comptroller 
to  levy  assessments  as  they  may  be  needed  to  keep  the  fund 
good  for  this  purpose  insures  that  these  occasional  failures  wil 
cause  no  loss  to  the  note-holders. 

140.  If  it  should  be  thought  that  the  security  of  a  prior  lien 
upon  all  the  resources  of  a  bank  (instead  of  a  part  specifically 
invested  in  bonds)  is  insufficient  for  the  protection  of  the 
note-liability,  attention  is  called  to  the  fact  that  now  over  90 
per  cent,  of  the  large  exchanges  of  goods  are  performed  by  the 
media  of  exchange  created  on  the  basis  of  the  deposit-liability 
of  banks ;  and  that  the  protection  to  this  liability  has  always 
been  the  general  resources  of  the  bank.  An  enormous  volume  of 
checks,  drafts,  and  bills  are  daily  in  circulation,  expanding  with 

'  With  a  note  liability  of  $198,920,670,  the  actual  assets  now  held  by  all  the 
national  banks  amount  to  $3,705,133,707.  Should  their  note  issues  be  increased  to 
$505,190,476,  their  assets  would  at  the  same  time  be  increased  by  the  same  amount — 
making  the  aggregate  assets  behind  the  $505,190,476  of  notes,  $4,011,403,513,  as 
stated. 
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the  expansion  of  business,  constantly  coming  home  for  redemp 
tion  and  payment,  always  regarded  as  a  safe  medium  of  exchange 
—  and  this  circulation  is  protected  solely  by  the  general  assets 
of  the  banks.  When  it  is  noted  that  deposit  accounts  of  about 
$2,000,000,000  do  a  work  of  more  than  $50,000,000,000  (as 
shown  by  the  clearings  of  the  United  States),*  while  the  note- 
circulation  of  the  banks  is  only  about  $220,000,000,  it  must  be 
admitted  that  there  is  nothing  novel  or  unsafe  in  basing  the 
smaller  amount  upon  the  same  security  as  that  of  the  greater,  a 
security  to  which  the  community  has  long  been  accustomed. 
Not  only  are  the  note-issues  in  the  proposed  plan  secured  by 
assets  of  the  same  kind,  but  they  are  given  a  prior  lien  on  all 
this  vast  sum  of  resources.  There  is  no  reason,  therefore,  why 
the  note-issue  of  a  bank  should  not  be  as  good  as,  indeed  much 
better  than,  its  cashier's  draft.  No  greater  obstacles,  with  some 
obvious  limitations,  should  be  put  in  the  way  of  the  increase  in 
the  quantity  of  the  one  than  of  the  other,  and  as  rigid  require- 
ments should  be  exacted  for  the  redemption  and  payment  of  the 
one  as  of  the  other.  In  this  way,  notes  will  be  used  if  transac- 
tions warrant  their  issue,  and  be  presented  for  redemption,  just 
the  same  as  a  cashier's  check,  immediately  their  work  is  done, 
thereby  giving  perfect  elasticity. 

141  •  The  people  of  the  United  States  have  become  accustomed 
to  regard  government  bonds  as  the  only  safe  security  for  bank- 
issues.  It  should  be  clearly  understood,  however,  that  perfect 
security  to  the  note-holder  has  been  obtained  under  the  system 
proposed  herein,  in  certain  sections  of  our  own  country  in  earlier 
times  and  in  practically  all  the  civilized  nations  on  the  conti- 

'  The  amoant  of  checks  and  drafts  annually  passed  through  the  clearing  houses 
of  the  United  States  has  for  some  years  past  ranged  between  $50,000,000,000  and 
160,000,000,000.  These  clearings,  however,  represent  only  a  portion  of  the  checks 
actually  used.  There  are  many  checks  which  never  go"  through  a  clearing-house  at 
all  —  being  either  deposited  in  the  banks  upon  which  they  are  drawn  or,  as  is  usual 
in  the  case  of  out-of-town  checks,  forwarded  by  mail  for  settlement. 

Information  furnished  to  the  Commission  by  numerous  banks  indicates  that  the 
clearings  represent  no  more  than  75  or  80  per  cent  of  the  aggregate  credit  instru- 
ments actually  used.  So  that  instead  of  $50,000,000,000  or  $60,000,000,000,  the 
transactions  annually  carried  on  by  means  of  this  deposit  currency  probably  amount 
to  from  $65,000,000,000  to  $80,000,000,000. 
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nent  of  Europe  today.  It  should  be  kept  constantly  in  mind, 
also,  that  many  losses,  due  to  the  inadequate  security  of  bank- 
note issues  in  various  parts  of  the  country  before  the  Civil  War, 
came  from  a  system  in  which  the  notes  were  secured  by  the 
deposit  of  bonds.  The  bonds  used,  however,  were  frequently 
state  bonds,  which,  by  repudiation  or  bad  legislation,  had  depre- 
ciated or  become  worthless.  It  is  the  unmistakable  testimony 
of  our  history  before  the  Civil  War  that  the  security  of  bonds 
did  not,  by  any  means,  protect  the  note-holder. 

Since  the  notes  are  protected  not  only  by  the  general  assets 
but  by  the  combined  guaranty  of  the  other  issuing  banks  in  the 
system,  there  can  be  no  question  as  to  the  security  to  the  note- 
holder. This  point  may  be  regarded  as  entirely  disposed  of.' 
The  only  question  to  be  raised  may,  conceivably,  be  as  to  the 
willingness  of  the  banks  to  go  into  a  system  in  which  a  com- 
bined guaranty  (by  the  guaranty-fund)  is  created  for  the  safety 
of  the  note-holder.  This  question  will  be  taken  up  and  fully 
discussed  in  connection  with  the  guaranty-fund  and  the  history 
of  bank  insolvencies,  where  it  will  be  found  that  the  possibility 
of  loss  to  the  banks  by  making  such  a  guaranty  is  inconsiderable. 

'Professor  J.  F.  Johnson,  Annals  of  American  Academy  March  1898,  makes  the 
objection  to  the  Commission's  plan  that  the  notes  are  "  too  good." 
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142.  Where  the  business  of  banking  is  not  a  monopoly,  but  is 
thrown  open  to  any  group  of  persons  who  may  wish  to  enter  it, 
that  is  under  a  regime  of  so-called  free  banking,  there  will  prob- 
ably be  a  few  failures  from  time  to  time.  Under  a  system  where 
the  business  is  concentrated  in  a  few  hands,  risks  are  less  and 
those  which  exist  are  met  by  larger  resources.  Above  all,  the 
best  of  experience  and  business  judgment  is  in  charge  of  affairs 
There  is  little  more  likelihood  of  the  failure  ofthe  strong  financial 
institutions  of  the  world,  such  as  the  banks  of  France  or  England, 
than  there  is  of  the  failure  of  all,  or  a  large  proportion  of,  the 
banks  in  the  national  banking  system  —  an  occurrence  scarcely 
more  to  be  anticipated  than  the  breakdown  of  the  whole  business 
community  itself.  This  absolute  security,  obtainable  by  com- 
mitting the  business  of  banking  to  one  or  to  a  few  large  financial 
institutions,  is  sacrificed  under  a  system  of  free  banking  like  our 
present  one.  This  is  the  price  paid  for  freedom  of  opportunity 
to  engage  in  the  business. 

X43*  It  is  easy  to  see  why  the  note-holder  should  be  guaranteed 
security  at  the  expense  of  the  other  creditors  of  the  bank.  It  is 
not  because  of  any  inherent  reason  why  notes  should  be  preferred 
to  the  other  liabilities,  but  chiefly  because  the  notes  in  order  to 
attain  their  highest  usefulness  to  society  must  be  made  a  uni- 
versal currency.  Deposits,  although  the  same  in  their  nature, 
need  not,  and  indeed,  cannot  become  such  a  universal  currency 
since  each  particular  check  and  draft  rests  upon  proof  of  the 
depositor's  possession  of  a  credit  to  his  order.  Notes  of  banks 
of  small  capital  would  be  subject  to  much  the  same  limitations, 
unless  made  uniform  by  some  mechanism  which  would  secure 
their  redemption  under  any  circumstances.  This  would  neces- 
sitate delay  and  expense  in  making  the  necessary  investigation 
as  to  the  character  of  each  note,  and  would  thus  seriously  inter 
fere  with    their  ability  to    perform    their   proper   function   in 
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exchange.  If  occasional  losses  are  certain  to  occur  under  a 
system  of  free  banking,  some  means  must  be  found  whereby 
the  notes  of  all  banks,  whether  failed  or  not,  will  be  maintained 
upon  an  equality.  In  this  way  only  can  bank-notes  become  a 
currency  of  the  highest  usefulness. 

144.  A  consideration  of  the  nature  of  the  bank-note  shows  no 
reason  on  ^/n^' grounds  why  its  holder  cannot  be  protected 
by  the  usual  means  of  insurance  against  loss.  The  principle  of 
insurance  has  now  been  applied  to  an  immense  variety  of  under- 
takings. Risks  of  all  sorts  are  now  provided  against  by  insur- 
ance. The  essential  idea  of  the  operation  is  the  contribution  by 
those  who  are  engaged  in  any  occupation  of  a  small  sum  to 
defray  losses  to  any  of  the  contributors  arising  from  a  specified 
cause.  This  is  sometimes  done  through  the  agency  of  a  company 
which  makes  a  profit  upon  the  transaction,  although  often  directly 
by  those  whose  interests  are  involved.  In  either  case  the  principle 
would  be  the  same  if  carried  out  by  those  who  are  insured 
against  loss.  And  although  the  cost  of  insuring  the  notes  might 
for  convenience  be  paid  by  the  banks  themselves,  the  principle 
here  again  would  be  the  same  as  if  it  were  paid  by  the  note- 
holders, since  it  might  be  shifted  to  them  by  the  bank,  in  the  shape 
of  higher  interest,  unless  the  increase  in  credit  secured  to  the  notes 
by  the  operation  should  result  in  an  additional  profit  sufficient 
to  compensate  the  bank  for  any  extra  expense  involved.  The 
principle  of  insurance  can  as  a  rule  be  applied  only  to  those  losses 
which  are  small  in  amount  or  recur  regularly.  It  would  be 
inapplicable  if  losses  could  not  be  estimated  with  some  reason 
able  degree  of  certainty  upon  the  basis  of  past  experience,  so 
that  the  amount  to  be  contributed  by  the  individuals  concerned 
could  be  accurately  gauged.  Banking  experience,  however,  has 
been  comprehensive  enough  to  aSord  a  basis  for  calculation: 
The  principle  of  insurance  has  in  several  instances  been  actually 
applied  to  banking  in  the  shape  of  a  safety  fund  used  to  guarantee 
the  note  holder  against  loss. 

145.  Probably  the  earliest  example  of  a  safety  fund  for  the 
security  of  the  note-holder,  is  found  in  New  York.  The  act  of 
April  2,  1829,  established  upon  the  recommendation  of  Governor 
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Van  Buren,  a  so-called  **  Bank  Fund."  This  fund  was  to  be  created 
by  an  annual  payment  to  the  state  by  each  note-issuing  bank  in 
the  system  of  a  tax  of  one-half  of  i  per  cent,  of  its  capital  stock, 
until  these  payments  should  have  aggregated  3  per  cent,  of  the  cap- 
ital stock.  The  fund  was  to  be  invested  by  the  state  and  was  to 
be  utilized  to  make  good  to  creditors  any  failure  of  the  assets  of 
insolvent  banks  to  meet  the  banks'  obligations.  Whenever  the 
fund  should  become  reduced  by  insolvencies,  it  was  to  be  restored 
by  annual  contributions  of  one-half  of  one  per  cent,  of  the  capital 
of  the  banks  of  the  system  until  it  should  reach  its  original  size. 
The  fund  was  thus  intended  as  a  guaranty  for  the  deposits  as 
well  as  for  the  notes. 

The  act  establishing  the  Safety  Fund  was  subsequently  modi- 
fied in  several  very  important  particulars.  Provision  for  the 
immediate  redemption  of  the  notes  of  failed  banks,  whenever  the 
liabilities  in  excess  of  the  assets  of  such  banks  should  not 
amount  to  more  than  two-thirds  of  the  fund,  was  adopted  in 
1837.  The  fund  as  thus  established  was  first  drawn  upon  in 
1837,  after  it  had  been  in  existence  for  eight  years.  Losses  aris- 
ing from  several  failures  of  minor  importance  were  successfully 
met  from  the  fund  and  reimbursed  to  it  from  the  banks'  assets. 
But  it  was  not  until  the  years  1 840-1 842  that  the  fund  was  reaHy 
put  to  a  test.  In  the  meantime  several  of  the  banks  which  had 
been  chartered  in  the  speculative  period  1835-1837,  and  which, 
going  into  business  at  such  a  critical  time,  had  become  heavily 
involved  in  speculative  transactions,  found  themselves  unable  to 
place  their  business  upon  the  sound  basis  which  legitimate  bank- 
ing demanded.  The  result  was  eleven  serious  bank  failures  in 
the  years  1 840-1842,  which  drew  attention  to  some  of  the  defects 
of  the  law  and  led  to  its  amendment.  In  1842  it  was  provided 
that  thereafter  the  fund  should  be  used  only  for  the  redemption 
of  the  notes  of  failed  banks  (and  no  longer  as  a  guaranty  for 
deposits),  after  the  liquidation  of  losses  already  incurred.' 

'  In  the  Uquidfttion  of  the  eleven  banks  which  failed  in  1840-1842  and  threw  so 
heavy  a  burden  on  the  Safety  Fund,  it  appeared  that  only  two  (the  Lafayette  Bank  and 
the  Oswego  Bank)  succeeded  in  paying  all  their  creditors  in  full  without  resort  to  the 
Safety  Fund.    The  amounts  collected  by  the  receivers  of  the  other  banks,  prior  to 
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146.  These  losses,  however,  were  so  great  as  to  necessitate 
the  payment  of  about  $1,600,000  for  notes  and  $1,100,000  for 
other  debts.  As  the  fund  at  this  time  amounted  to  only  about 
$900,000,  it  became  necessary,  in  order  to  meet  these  obliga- 
tions, to  issue  stock  payable  from  future  contributions  of  the 
banks  to  the  fund.  The  amount  of  the  fund  in  any  case  was 
altogether  too  small  to  provide  insurance  against  losses,  on 
both  notes  and  deposits,  which  might  occur  in  the  course  of 
business ;  while  the  failure,  up  to  this  time,  to  make  the  notes  a 
preferred  lien  on  the  assets,  and  to  impose  an  individual  liability 
on  the  stockholders,  threw  upon  the  fund  a  burden  which  it 
should  not  have  been  obliged  to  assume. 

In  devoting  the  fund  solely  to  the  redemption  of  the  notes, 
therefore,  a  step  in  the  right  direction  was  unquestionably  taken. 
But  it  did  not  go  far  enough.  More  important  were  the  pro- 
visions of  the  constitution  of  1846  giving  the  holders  of  the 

December  1845,  and  the  amounts  paid  from  the  fund  for  notes  and  for  other  debts 
of  such  banks,  together  with  amounts  subsequently  realized,  were  as  follows : 


Collections 
horn  assets  to 
December  1845 

Payments  from  Safety  Fund 

Subsequent 
coUecooBS 
from  assets 

In  redemption 
of  notes 

Payment  of 
other  debts 

I.  City  Bank  of  Buffalo 

^166,576 

56,744 
303*339 

82.837 
172,864 

80,853 

19,459 
76,019 

37,445 

$317,107 

113,131 

139.837 

435,540 

186,861 

163,162 

134,107 

71,896 

52,898 

725 

$16,078 
146,129 
149,241 

424,515 

78,351 

77,484 
156,257 

40,053 

$99,996 

2.  Wavne  County  Bank 

3.  Commercial  Bank  of  New  York. 
A.  Bank  of  Buffalo 

7,188 

5.  Commercial  Bank  of  Buffalo 

6.  Commercial  Bank  of  Oswego . . . 

7.  Wateryliet  Bank 

5,000 

2,392 

13.259 

8.  Clinton  County  Bank 

0.  Bank  of  Lvons 

3,960 
6,482 

Not  soecified 

Totals 

^996,136 

$1,615,264 

$1,088,109 

$138,277 

From  this  statement  it  appears  that  the  collections  from  the  assets  of  the  Com- 
mercial Bank  of  New  York  were  much  more  than  enough  to  meet  its  notes ;  while 
those  from  the  other  banks,  if  applied  to  the  payment  of  their  notes,  would  have 
reduced  the  total  net  payments  of  notes  out  of  the  Bank  Fund  to  $651,541.  Of  this 
sum,  howeyer,  $252,647  was  represented  by  notes  issued  by  the  Bank  of  Buffalo  and 
the  City  Bank  of  Buffalo  in  excess  of  the  $500,000  which  those  banks  were  authorized 
to  issue. 
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notes  of  an  insolvent  bank  a  first  lien  upon  its  assets  and  mak- 
ing the  stockholders  individually  liable  for  an  amount  equal  to 
the  stock  held  by  them.  The  banks  had  also,  in  the  beginning, 
been  allowed  to  issue  notes  subject  only  to  very  loose  restric- 
tions as  to  quantity.  The  result  was  that  notes  were  over-issued  in 
several  cases,  and  the  Safety  Fund  was  actually  called  upon  to 
redeem  over  $250,000  of  notes  issued  in  excess  of  the  maximum 
authorized.  The  safety  fund  system  was  perfected  in  this  par- 
ticular by  the  act  of  1843,  which  provided  for  the  printing  and 
registry  of  notes  by  the  Comptroller — all  note-issuing  institu- 
tions being  compelled  to  give  up  their  old  plates. 

X47.  As  already  noted,  however,  before  these  amendments 
were  made,  a  number  of  serious  failures  had  not  only  exhausted 
the  fund,  but  had  made  heavy  drafts  upon  future  contributions 
for  that  purpose.  Yet  an  examination  of  the  facts  developed 
in  this  experience,  makes  it  clear  that  if  the  Bank  Fund  had 
from  the  beginning  been  applicable  only  to  the  notes  (as  after 
1842),  and  if  the  notes  had  been  originally  given  a  first  lien 
on  the  assets  of  the  issuing  banks  (as  they  were  after  1846),  and 
if  it  had  been  made  impossible  for  any  bank  to  put  in  circula- 
tion more  notes  than  were  authorized  by  law  (as  it  was  after 
1843),  ^^^  total  draft  upon  the  Bank  Fund  on  account  of  these 
eleven  bank  failures  in  1 840-1 842  —  serious  as  they  were  — 
would  have  been  less  than  $400,000.  That  is  to  say,  they  would 
not  have  exhausted  one- half  of  the  Bank  Fund  at  that  time  avail- 
able. 

From  the  renewal  in  1841  of  the  annual  payments  to  the 
Bank  Fund  (^  per  cent,  per  annum  on  capital),  all  subsequent 
contributions  for  twenty-five  years  were  mortgaged  to  secure  the 
payment  of  the  principal  and  interest  of  the  stock  issued  in 
1845 'to  cover  the  losses  already  referred  to,  the  greater  part  of 
which  under  a  proper  system  would  not  have  fallen  on  the  Safety 
Fund  at  all.     Consequently,  in  this  period,  there  was  really  no 

*  By  the  act  of  April  28,  1845,  the  Comptroller  of  the  state  was  authorized  to 
issue  stock  on  behalf  of  the  stfite,  redeemable  from  subsequent  contributions  to  the 
Bank  Fund»  with  which  to  secure  funds  to  settle  at  opce  with  (he  creditors  of  t|ic 
bankS'wt^ifh  had  previously  failed, 
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security  for  note-holders  except  that  involved  in  the  provisions 
limiting  the  circulation,  making  the  stockholders  liable,  and 
giving  the  note-holders  a  first  lien.  But  even  without  any  further 
guaranty,  the  loss  to  the  note-holders  was  slight.  Of  five  banks 
which  failed  in  the  subsequent  history  of  the  system,  one  paid 
its  notes  in  full  without  delay ;  three  others  collected  enough 
from  their  assets  to  reduce  their  aggregate  note-issues  from 
^508,535  to  $37,057;  while  the  fifth  paid  about  $30,000  of  its 
total  issue  of  $125,000.  The  net  loss,  therefore,  falling  on  a 
guaranty  fund  in  this  entire  period  subsequent  to  1842,  was  only 
$129,499,  which,  for  the  whole  twenty-four  years,  would  have 
been  considerably  less  than  i  per  cent,  of  the  average  capital ; 
that  is,  less  than  one  twenty-fourth  of  i  per  cent,  per  annum.' 

The  experience  of  New  York  with  a  system  of  note-issues 
based  on  general  commercial  resources — even  complicated  as 
it  was  with  the  speculative  transactions  of  the  years  183 5-1 839 — 
shows  that  in  the  whole  history  of  the  system  the  total  loss 
which  would  have  been  thrown  upon  the  Safety  Fund,  if  it  had 
been  originally  established  in  its  finally  perfected  form,  would 
have  been  less  than  $550,000,  an  amount  which  would  have  been 
met  by  an  average  annual  assessment  of  less  than  one-tenth  of 
I  per  cent,  upon  the  capital. 

Other  applications  of  the  safety  fund  principle  to  the  guaranty 
of  notes  in  the  United  States  were  to  be  found  in  the  state  bank 
systems  of  Ohio  and  Iowa,  which  appear  to  have  given  entire  satis- 
faction.    Vermont  also,  in  1831,  adopted  a  system  quite  similar 

'These  five  bank  failures  were  those  of  the  Canal  Bank  of  Albany,  in  1848 ;  the 
Lewis  County  Bank,  in  1854;  and  the  Bank  of  Orleans,  Reciprocity  Bank,  and  Yates 
County  Bank,  in  iii57*  The  first  redeemed  its  notes  in  full.  The  outstanding  circula- 
tion of  the  Lewis  County  Bank  ^t  the  time  of  its  failure  was  $125,283 ;  thfit  of  the 
other  banks  was:  Bank  of  Orleans,  $200,000;  Reciprocity  Bank,  $159,577;  Yates 
County  Bank,  $148,958.  By  1866  the  collections  from  the  assets  by  the  receivers  had 
reduced  the  outstanding  amounts  to  $7,598  for  the  Bank  of  Orleans,  $10,744  ^or  the 
Reciprocity  Bank,  and  $18,715  for  the  Yates  County  Bank. 

In  his  report  for  1867,  the  Comptroller  of  the  State  of  New  York  stated  the  then 
outstanding  circulation  of  these  four  banks  to  be  $129,499.  Notice  was  given  that 
these  notes  would  be  redeemed  from  the  surplus  of  the  Bank  f'und  then  remaining,  and 
all  which  were  presented  wefe  redeepied  in  fi[ill.  Many  of  them,  however,  were  nevef 
presented. 
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to  that  of  New  York,  but  a  few  years  later  permitted  the  banks 
to  substitute  in  place  of  contributions  to  the  common  insurance 
fund,  the  personal  bonds  of  the  stockholders  of  any  bank  to 
redeem  its  notes. 

148.  The  only  banking  system  in  which  a  Guaranty  Fund  pro- 
vision is  actually  incorporated  at  the  present  time  is  that  of 
Canada.  According  to  the  terms  of  the  banking  law  of  1890, 
the  notes  are  made  a  first  charge  upon  all  the  assets  of  the  issuing 
bank,  including  the  double  liability  of  stockholders.  In  addi- 
tion to  this,  banks  are  required  to  keep  on  deposit  with  the  Min- 
ister of  Finance  a  sum  equal  to  5  per  cent,  of  the  average  amount 
of  their  notes  outstanding  during  the  fiscal  year  preceding.  In 
case  of  the  suspension  of  any  bank,  its  notes  outstanding  draw 
interest  at  6  per  cent,  from  the  date  of  suspension  until  the  date 
set  for  their  redemption.  If  such  a  day  is  not  fixed  by  the 
directors  of  the  bank  within  two  months  from  suspension,  the 
Minister  of  Finance  is  authorized  to  appoint  a  date  upon  and  after 
which  they  will  be  redeemed  from  the  redemption  fund.  Until 
the  fund  is  made  good  from  the  assets  of  the  failed  banks,  all 
the  banks  of  the  system  are  required  to  contribute  in  their  due 
proportion  at  a  rate  not  exceeding  i  per  cent,  on  their  circula- 
tion each  year. 

Since  the  establishment  of  this  system  in  1890,  but  two 
bank  failures  have  occurred.  In  the  case  of  the  second  failure, 
the  notes  of  the  bank  were  redeemed  by  the  bank  itself,  without 
recourse  to  the  redemption  fund.  In  the  case  of  the  earlier  one, 
the  liability  at  the  end  of  two  months  fell  upon  the  redemp- 
tion fund,  though  even  here  no  notes  were  really  presented  for 
redemption  from  it.  No  doubt,  however,  was  felt  concerning  the 
goodness  of  the  notes,  and  inasmuch  as  they  drew  interest  at 
6  per  cent,  from  the  date  of  suspension,  they  were  regarded 
rather  favorably  as  an  investment,  and  were  readily  received  by 
banks  and  others. 

The  successful  working  of  insurance  against  loss  upon  bank 
notes,  as  embodied  in  the  safety  fund  idea,  has  thus  been  shown 
to  be  possible  by  experience.  In  the  instances  just  cited,  it  either 
succeeded  absolutely  in  securing  note-holders  against  loss,  pr 
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demonstrated  its  ability  to  do  so  if  properly  applied  and  supple- 
mented by  adequate  auxiliary  measures,  such  as  limitation  of 
note-issue,  stockholders'  liability,  and  a  first  lien  on  assets  in 
favor  of  notes. 

149.  We  need  not,  however,  depend  solely  upon  actual  experi- 
ence in  the  case  of  banking  systems  which  have  put  the  princi- 
ple specifically  into  operation.  The  theory  of  insurance  is  suf- 
ficiently worked  out  to  allow  a  judgment  as  to  the  possibility  of 
its  application  to  any  class  of  risks — provided  only  that  ade- 
quate statistics  upon  which  to  base  a  judgment  can  be  found. 
With  the  safeguards  and  precautions  which  are  being  increas- 
ingly thrown  about  the  business  of  banking,  it  is  improbable 
that  in  the  future  failures  of  national  banks  would  exceed 
those  of  the  past.  Even  though,  under  the  plan  proposed 
in  this  Report,  a  stimulus  might  be  given  to  the  establish- 
ment of  banks  in  sections  where  business  conditions  were  so 
unsettled  as  to  make  the  danger  of  failure  greater  than  the  past 
average,  this  possibility  of  an  increase  of  failures  will  unques- 
tionably be  more  than  offset  by  the  general  improvement  due 
to  the  more  rigid  and  thorough  investigations  provided  for. 
With  the  discretion  lodged  with  the  Comptroller,  no  bank  can 
be  started  where  it  is  not  clearly  shown  that  the  bank  is  estab- 
lished in  good  faith  and  that  the  capital  has  been  fully  paid  up. 
The  names  of  the  directors  must  be  given,  and  the  Comptroller 
will  be  in  a  position  to  refuse  his  approval  of  any  application 
where  the  directors  are  not  men  of  good  reputation.  There  will 
thus  be  no  more  opportunity  for  fraud  than  under  the  present 
system.  Our  past  experience,  therefore,  offers  sufficient  data 
upon  which  to  base  a  judgment  regarding  the  applicability  of 
the  insurance  principle  in  the  form  of  a  safety  fund  to  guard 
against  losses  to  note-holders  under  the  proposed  system.  The 
results  of  an  examination  of  this  experience  will  be  given  in  the 
section  on  Insolvency  of  National  Banks  (pp.  247-259). 

150.  The  guaranty  fund  provision  recommended  by  the  Com- 
mission may  be  briefly  described  as  follows  : 

Each  bank  must  at  all  times  maintain  on  deposit  with  the 
Division  of  Issue  and  Redemption  an  amount  in  gold  e(]|ual  to 
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5  per  cent,  of  its  outstanding  circulation.  This  will  most  natur- 
ally be  administered  precisely  as  the  5  per  cent,  redemption  fund 
is  now.  At  the  start  each  bank  will  be  required  to  put  up  an 
amount  equal  to  5  per  cent,  of  its  outstanding  circulation,  and 
thereafter,  when  it  takes  out  an  additional  amount  of  notes,  it 
will  be  required  to  pay  into  the  Treasury  5  per  cent,  of  such 
notes  for  its  redemption  fund,  and  another  5  per  cent,  for  the 
guaranty  fund  ;  and  whenever  it  returns  any  of  its  notes  for 
cancellation,  or  deposits  lawful  money  for  their  withdrawal,  it 
will  receive  back  from  the  Treasury  10  per  cent,  of  the  amount 
of  circulation  so  retired —  5  per  cent,  from  each  fund.* 

These  contributions  will  aggregate  a  large  sum,  which  will 
be  available  at  all  times  for  the  redemption  of  the  notes  of  any 
individual  failed  bank  without  the  necessity  of  waiting  until  its 

'  The  considerations  which  led  to  this  method  of  adjusting  the  fund  were  these : 
It  seemed  very  desirable  that  the  fund  should,  in  the  early  years  of  the  new  system,  be 
of  sufficient  size  to  inspire  confidence  in  the  redemption  of  the  notes  of  every  failed 
bank.  The  project  to  accumulate  a  fund  by  imposing  an  annual  tax  of  %  per  cent., 
or  I  per  cent.,  had,  therefore,  to  be  abandoned  at  the  outset,  since  it  would  have  left 
the  fund  small,  and,  possibly,  insufficient  in  the  early  years. 

Another  favorite  proposition  has  been  to  establish  a  fund  by  requiring  each  bank 
to  contribute  an  amount  equal  to  3  per  cent,  or  5  per  cent,  of  the  circulation  taken 
out,  but  making  no  provision  for  the  return  to  the  bank  of  any  portion  of  such  sum  in 
case  of  the  retirement  of  the  circulation.  This  proposition  likewise  had  to  be  aban- 
doned, for  it  appeared  that  such  an  arrangement  would  tend  to  retard  the  issue  of  cur- 
rency when  demanded  by  temporary  business  needs ;  for  no  bank  which  could  not 
expect  the  additional  circulation  thus  called  for  to  remain  outstanding  for  more  than  a 
few  weeks,  or  at  most  a  few  months,  would  be  willing  to  go  to  the  expense  of  paying 
an  assessment  of  3  per  cent,  outright  in  order  to  get  the  notes.  If  the  currency  were 
outstanding  for  only  two  months,  this  would  be  equivalent  to  18  percent,  per  annum,  a 
rate  which  would  make  the  issue  of  notes  out  of  the  question,  and  necessitate  some 
makeshift  such  as  resort  to  borrowing  currency  wherever  it  might  be  secured,  as  at 
present  Such  a  proposition  therefore,  if  carried  into  effect,  would  have  seriously 
hindered  that  proper  adjustment  of  supply  of  currency  to  business  needs  which  the 
Commission  endeavored  to  bring  about 

The  Canadian  system,  in  which  the  banks  maintain  throughout  each  year  an 
amount  equal  to  5  per  cent,  of  the  average  outstanding  circulation  for  the  previous 
year,  was  also  decided  to  be  inapplicable,  because  with  so  many  banks  as  there  are  in 
the  national  banking  system,  and  the  great  changes  frequently  taking  place  in  their 
circolation,  it  would  frequently  happen  under  such  a  system,  that  a  bank  having  in  one 
year  only  a  very  small  circulation,  would  be  enabled  to  put  out  in  the  next  year  a  very 
much  larger  amount  of  notes  without  increasing  its  contribution  to  the  guaranty  fund 
correspondingly. 
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assets  are  turned  into  cash.  All  notes  of  such  a  bank  pre- 
sented for  redemption  will  be  promptly  paid  from  this  fund,  and 
the  notes  merely  held  in  the  Treasury  as  a  part  of  the  fund  until 
they  can  be  paid  by  the  receiver  from  the  assets  of  the  bank. 
In  the  meantime  they  would  be  regarded  as  the  investment  of  a 
portion  of  the  fund.  If,  when  the  affairs  of  any  failed  bank 
were  finally  wound  up  it  should  appear  that  the  total  net  collec- 
tions had  been  insufEcient  to  redeem  all  its  notes,  the  other 
banks  of  the  system  would  be  assessed  whatever  amount  would 
be  necessary  to  meet  the  deficiency. 


INSOLVENCY  OF  NATIONAL  BANKS. 

151.  The  provisions  of  the  national  banking  act  intended  to 
afford  protection  against  losses  arising  from  the  insolvency  of 
banks  in  the  national  system,  consist  mainly  of  general  restrictions 
upon  the  methods  and  kinds  of  business  done.  National  banks 
are  prohibited  from  permitting  their  capital  to  become  impaired, 
from  becoming  indebted  to  an  amount  exceeding  the  unimpaired 
capital  (except  for  circulating  notes,  deposits),  etc.,  from  hypothe- 
cating their  own  notes,  from  making  loans  to  any  one  person  or 
firm  exceeding  10  per  cent,  of  capital,  etc.  If  the  capital  has 
become  impaired  in  any  way,  the  deficiency  must  be  made  up 
within  three  months.  They  are  not  allowed  to  accept  real  estate 
as  security  for  loans,  or  to  purchase  real  estate,  or  to  engage  in 
any  industrial  undertaking.  Each  bank  is  required  to  maintain 
against  its  deposits  a  certain  fixed  reserve  of  cash  or  of  current 
funds  due  from  reserve  depositories.  The  Comptroller  is  further- 
more authorized  to  demand  reports  upon  five  dates,  to  be  speci- 
fied by  him  each  year,  and  he  may  appoint  examiners  to  inves- 
tigate the  condition  of  the  banks. 

152.  Under  the  present  national   system  the  protection  of 

note-holders  is  adequate,  and  it  would  seem   impossible  that 

they  should  suffer  losses.     Even  if  the  bonds  deposited  should 

sell  for  less  than  the  amount  of  the  notes,  the  latter  must  be 

redeemed   by  the  government,  which  has  for  the  purpose  of 

reimbursing  itself  a  paramount  lien  upon  the  general  assets  of 

the  bank,  and  in  case  the  assets  themselves  should  not  suffice, 

upon  the  additional  liability  of  the  shareholder.     There  has,  of 

course,  never  been  an  instance  in  which  the  value  of  the  bonds 

deposited  did  not  much  exceed  that  of  the  notes  issued  upon 

them.     It  follows,  therefore,  that  the  note-holder  has  suffered  no 

loss  under  the  national  system,  and,  whatever  the  cost  at  which 

this  result  has  been  obtained,  it  has  given  great  satisfaction. 

The  depositor  naturally  has  not  been  so  fortunate.     It  might 

247 


mS  report  of  the  monetary  commission 

seem  that  the  provisions  of  the  national  banking  act  for  share- 
holders' liability  should  have  been  adequate  to  protect  depos- 
itors from  loss.  As  a  matter  of  fact,  however,  the  difHculty  of 
collecting  the  amounts  assessed  has  thrown  some  losses  upon 
depositors,  although  such  losses  have  been  much  less  than 
those  under  most  other  systems. 

The  general  restrictions  and  regulations  imposed  upon  the 
business  of  national  banking  associations  are  such  that  if  they 
were  closely  followed  there  should  be  but  few  failures,  except 
those  brought  about  by  causes  outside  the  control  of  the  man- 
agers of  banks,  and  impossible  to  foresee.  This  conclusion  is 
quite  borne  out  by  the  causes  of  failure  assigned  in  the  reports 
of  the  Comptroller.  Among  those  given  in  the  report  for  1896,' 
not  less  than  117  out  of  a  total  of  328  banks  declared  insolvent 
during  the  period  from  1863  to  1896,  had  been  wrecked  by 
defalcation  or  fraudulent  management,  and  the  failures  of  not 
less  than  139  were  connected  in  some  way  with  injudicious 
banking,  or  depreciation  of  securities  generally  due  to  bad  man- 
agement. Only  forty-three  failed  as  a  consequence  of  general 
stringency  of  the  money  market  and  consequent  hard  times. 
Failures  due  to  injudicious  banking  and  kindred  causes  cannot 
be  guarded  against  by  law.  They  will  occur  under  any  system, 
where,  as  in  the  national  banking  act,  there  is  no  real  restriction 
of  the  business  of  banking  to  those  persons  who  are  competent 
to  conduct  it.  Just  how  far  security  has  been  afiEorded  to  the 
general  public,  notwithstanding  the  freedom  with  which  banks 
may  be  organized,  may  be  seen  from  a  short  statistical  study  of 
the  history  of  insolvency  under  the  national  banking  laws. 

153.  The  total  number  of  national  banks  which  have  failed 
since  the  establishment  of  the  system  was,  at  the  end  of  1897, 
352  or  6.9  per  cent,  of  the  5,095  which  had  been  organized.  As 
against  this,  1,234  failures  of  state  banks  are  known  to  have 
occurred  in  the  same  period  prior  to  the  close  of  1896.  The 
total  number  of  state  banks  in  operation  during  the  year  1895-6 
was  3,708.  Adding  the  1,234  failed  banks  to  the  number  in 
operation  a  total  of  4,942  banks  is  obtained,  and,  though  a  cer- 

*  Pp.  640-654. 
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tain  additional  number  have  doubtless  gone  into  liquidation,  or 
for  some  other  reason  do  not  appear  in  these  figures,  it  seems 
safe  to  say  that  probably  about  20  per  cent,  of  the  total  number 
of  state  banks  organized  during  the  period  in  question  have 
failed.  This  would  be  a  percentage  nearly  three  times  as  high  as 
that  of  the  national  banks  which  failed  during  the  same  period. 

The  total  capital  stock  of  all  insolvent  national  banks  (exclu- 
sive of  16  restored  to  solvency)  which  failed  prior  to  November  i, 
1897  ^^s  $58,802,420 ;  their  circulation  (which  was  of  course  met 
in  full)  was  $20,893,827,  and  the  total  claims  proved  against  them 
{121,768,186.  Their  total  assets  were  reported  as  $223,778,713, 
which,  with  an  assessment  on  the  shareholders  of  $33»754>070, 
made  a  total  of  $257,532,783.  Of  these  assets,  however, 
$69,478,257  were  reported  by  receivers  as  doubtful,  and  $51,- 
115,315  as  worthless.  The  total  collections  from  assets  to 
November  i,  1897,  ^^<^  been  $89,917,461,  and  from  assessments 
on  shareholders,  $13,405,486.  From  these  collections,  after 
paying  loans  and  expenses,  dividends  amounting  to  $75i935*925 
were  paid  to  creditors,  making  an  average  dividend  of  about  62 
per  cent,  on  claims  proved.  Nearly  half  of  the  banks  which 
have  been  finally  closed  succeeded  in  liquidating  in  full,  and  to 
their  shareholders  were  returned  $5,156,258  in  assets  at  their 
nominal  value,  and  $1,138,861  in  cash. 

If  we  compare  this  showing  with  the  returns  for  failed  state 
banks,  the  results  of  the  comparison  are  strikingly  in  favor  of  the 
national  system.  Out  of  a  total  of  1,234  state  banks  that  failed 
between  1863  ^"^  1896,  with  an  aggregate  capital  of  $53,632,- 
259,  nominal  assets  of  $214,312,190,  and  liabilities  of  $220,629,- 
988,  the  dividends  paid  amounted  to  but  $100,088,726,  or  about 
45  per  cent,  as  against  the  62  per  cent,  paid  by  the  national 
banks  which  failed  within  the  same  years.  Of  the  insolvent 
state  banks  for  which  information  is  given,  158  paid  dividends 
of  100  per  cent.;  128  paid  75  or  over,  but  less  than  100,  per 
cent.;  184  paid  between  50  and  75  per  cent.;  203  paid  between 
25  and  50  per  cent. ;  and  192  less  than  25  per  cent.  Many  paid 
no  dividends  to  creditors,  and  some  were  reported  as  having  no 
stated  capital  stock. 
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154*  The  data  accumulated  by  the  Comptroller  of  the  Cur- 
rency in  reference  to  the  national  banks  which  have  failed,  is 
valuable  for  the  light  it  throws  upon  the  probable  losses  which 
would,  under  such  a  system  as  that  proposed  by  the  Commis- 
sion, finally  fall  upon  the  other  banks  of  the  system.  From  the 
inauguration  of  the  national  banking  system  to  November  i,  1897, 
368  banks  were  placed  in  the  hands  of  receivers.  Sixteen  of 
them,  however,  were  restored  to  solvency,  leaving  352  actual 
failures.  The  table  which  follows,  shows  the  periods  within 
which  these  352  failures  were  distributed,  and  the  number  and 
capital  of  the  banks  failing,  with  the  facts  as  to  the  collections 
from  the  assets  of  the  banks  of  each  group. 


Periods 

No. 

1865-1870 

15 

1871-1875 

25 

1876-1880.... 

44 

1881-1885 

20 

1886-1890.... 

35 

1891-1892 

40 

1893.... 

54 

1894 

21 

1895.... 

35 

1896.... 

26 

1897.... 

37 
352 

Total 

Capital 


12,430,000 
6,881,100 
8,851,500 
3,696,300 

5,100,000 

5,872,000 

9,210,000 
2,770,000 
4.935,020 
3,305,000 
5,751,500 


158,802,420 


Total  nominal 
aasett' 


*  8,731,713 
20,842,847 

22,019,654 

22,346,282 

21,387,470 
26,673.415 

30,485,752 
8,185,971 

13,925,485 
13,238,328 

35,891,796 


1223,728,713 


Acs[V'V''te 
collections 
from  assets  s 


13,761,470 
9,899,196 
9,700,678 

11,937,206 
9,800,295 

12,093,708 

11,731,007 
2,083,223 
4,286,234 
2.162,235 

12,462,209 


189,917,461 


Loans,3  dis- 
buisements, 

legal  ex- 
penses, etc, 
paid 


%  644,779 
2,924,889 

2,569,765 

2,361,317 

2.132,577 

2,198,374 
4,951,825 

1,502,408 

2,083,498 
1,261,493 
2,046,982 


124,677,907 


Net  col- 
lections 
from 


13,116,691 
6.974,307 
7,130.913 
9,575,889 
7,667,718 

9,895,334 
6,779,182 

580,815 

2,202,736 

900,742 
10,415,227 


^65.239,554 


The  total  note  issues  of  these  352  banks  which  failed  prior 
to  November  i,  1897,  would  have  been  only  $47,041,936  if  each 
bank  had  issued  notes  up  to  80  per  cent,  of  its  capital.  The 
total  net  collections  from  their  assets,  after  paying  all  loans,  dis- 

« The  years  referred  to  are  "  report  years,"  ending  with  October  31. 

'The  notes  issued  under  existing  law  being  more  than  covered  by  the  bonds 
deposited,  the  notes  have  been  omitted  from  the  liabilities  and  an  amount  equivalent 
to  the  notes  has  been  omitted  from  the  assets. 

3  Many  banks  had  themselves  pledged  valuable  assets  as  security  for  loans.  In 
order  to  obtain  possession  of  these  assets,  it  was  necessary  to  pay  off  the  loans  for 
which  they  were  pledged.  These  are  the  "  Loans  "  included  here  among  disbursements. 
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bursements,  legal  expenses,  etc.,  have  already  been  $65,239,554. 
And  it  should  be  kept  in  mind  that  large  sums  of  unliquidated 
assets  of  banks  which  have  failed  in  recent  years  are  yet  to  be 
included  in  the  above  results.  So  that,  taken  in  the  aggregate, 
the  collections  from  their  assets  are  already  far  in  excess  of  the 
maximum  amount  of  notes  which  they  would  have  had  in  cir- 
culation under  the  plan  proposed  in  this  Report. 

155.  But,  of  course,  in  the  case  of  some  of  these  banks  net 
collections  from  the  assets  were  largely  in  excess  of  any  amount 
of  notes  which  those  banks  could  have  put  in  circulation  under 
the  plan  proposed  by  the  Commission.  Such  banks  (118  in 
number)  should  be  excluded  from  the  investigation  because 
they  would  not  only  protect  the  note-holders,  but  even  pay  some- 
thing to  other  creditors.  But  it  is  necessary,  for  present  pur- 
poses, to  know  what  would  be  the  situation  of  those  234  insol- 
vent banks  whose  net  collections  to  date  from  assets  fall  short 
of  80  per  cent,  of  the  bank's  capital.  The  results  of  such  an 
examination  appear  in  the  following  table  : 


Amotint  by  which  net 

Period 

Mo. 

Capital 

Net  collections 

collections  fall  short 

of  80  per  cent. 

of  capital 

1865-1870  

9 

%  1,320,000 

%     753»039 

%      302,961 

X871-1875  

II 

2,375,000 

1,186,738 

713,262 

1876-1880  

24 

6,064,500 

3,316,538 

1,535,062 

1881-I885  

8 

700,000 

360,636 

199,364 

1886-189O  

14 

1,850,000 

881,506 

598,494 

189I-1892  

30 

4,472,000 

1,377,211 

2,200,389 

I«93 

36 

5.335*000 

1,487,551 

2,780,449 

1894 

19 

2,660,000 

460,535 

1,667,465 

1895 

28 

4,385,000 

1.235,057 

2,272,943 

1896 

25 

3,155,000 

577,821 

1,946.179 

i«97 

30 

3,976,500 

1,288,190 

1,893,010 

Total 

234 

^36,293,000 

112,924,822 

$16,109,578 

It  is  to  be  observed  that  the  net  collections  do  not  include 
the  sums  yet  to  be  obtained  from  assets  now  unliquidated. 
Hence  the  $16,109,578,  by  which  net  collections  fall  short  of 
80'  per  cent,  of  the  capital,  will  be  much  diminished  by  further 
collections.     The  table  above,  it  will  be  noticed,  is  based  upon 
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the  actual  assets  of  these  banks  at  the  time  of  (heir  failures, 
deducting  the  amount  realized  from  the  United  States  bonds 
and  applied  to  their  notes. 

156.  If  each  of  these  234  banks,  in  addition  to  its  actual  lia- 
bilities at  the  time  of  its  failure,  had  issued  notes  up  to  the  limit 
of  80  per  cent,  of  its  capital  under  the  plan  proposed  in  this 
Report,  the  nominal  value  of  its  assets  would  have  been  increased 
by  the  same  amount.  A  reasonable  basis  for  estimating  what 
amount  would  have  been  realized  from  these  additional  assets  is 
the  proportion  actually  collected  from  its  other  assets.  Had  the 
bank  had  an  additional  amount  to  loan  it  must  be  assumed  that 
it  would  have  been  loaned  on  security  similar  to  that  upon  which 
its  other  loans  were  made.  Applying  this  method  of  estimating 
what  would  have  been  the  net  collections  had  each  of  these 
banks  actually  issued  notes  to  the  amount  of  80  per  cent,  of  its 
capital,  it  is  found  that  in  the  case  of  56  banks  out  of  the  234 
above  mentioned  the  net  collections  from  the  assets,  without 
resort  to  stockholder's  liability,  would  have  been  more  than 
sufficient  to  meet  all  of  their  notes,  even  if  issued  to  the  amount 
of  80  per  cent,  of  their  capital.  The  estimate  as  to  the  remain- 
ing 178  banks,  in  which  resort  was  necessarily  had  to  the  stock- 
holders' liability,  is  set  forth  in  the  table  which  follows : 


Period 

No. 

Capital 

praboUe  issue 

(80  per  cent. 

of  capital) 

• 

Actual  net 
collections 

Estimated  net 

collections 

Iran  assets' 

Ksttmaml  net 

fall  on 
sharehoMefs 

1865-1870 

1871-1875 

1876-1880 

1881-1885 

1886-1890 

1891-1892 

1893 

1894 

1895 

1896 

1897 

4 

4 
16 

5 
11 

23 
26 

17 
23 
24 
25 

%     520,000 

800,000 

2,622,500 

350,000 

700,000 

3,647,000 

4,510,000 

2,485,000 

3,875.000 

3,105,000 

3,025,000 

t     416,000 

640,000 

2,098,000 

280,000 

560,000 

2,917,600 

3,608,000 

1,988,000 

3,100,000 
2,484,000 
2,420,000 

%    201,836 

231.943 
753,881 

89,941 
175,341 
873,150 
988,301 
360,925 
995.981 
542,861 
679,696 

%     291,202 

330,469 
1,201,017 

189,841 

310,207 

1,486,512 

1,756,812 

831,846 

1,767,820 

942,549 
1,062,140 

%     124,798 

309.531 

896,983 

90,159 

249,793 
1,431,088 

1,851,188 

1.156,154 
1,332,180 

i,54M5i 
1,357,860 

Total 

178 

I25.639.500 

120,511,600 

15,893,856 

$10,170,415 

$10,341,185 

'  Including  actual  net  collections  and  estimated  additional  collections  from  the 
additional  assets  in  exchange  for  which  notes  would  have  been  issued. 
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157.  In  the  computation  just  given,  the  178  banks  examined 
have  been  considered  as  an  aggregate.  It  is  clear  that  these  1 78 
banks  may  be  divided  into  two  classes,  one  in  which  the  actual 
collections  from  shareholders  exceed  the  net  deficiency  to  fall 
on  shareholders  as  estimated  above,  and  a  second  in  which  these 
actual  collections  fall  below  such  estimated  net  deficiency. 
Dividing  the  1 78  banks  into  these  two  classes,  the  actual  col- 
ections  from  the  shareholders  of  these  banks  were  as  follows : 


BANKS   WHERE   ACTUAL    COLLECTIONS    FROM    SHAREHOLDERS 
EXCEEDED    ESTIMATED    NET    DEFICIENCY. 


Period 

No. 

Ciq>ita] 

Estimated  deficiency 
to  fall  on  shareholders 

Actual  collections 

1865-1870  

187I-1875  

1876-1880  

1881-1885  

1886-1890  

189I-1892  

1893 

1894 

1895 

1896 

1897 

I 

•   • 

4 

2 

6 
7 

7 

3 

2 

5 
3 

$      50,000 

430,000 

150,000 

350,000 

1.525,000 

1,750,000 

485,000 

1,050,000 

550,000 

450,000 

t         1,205 

135,675 
14,183 

116,711 
444,440 

464,764 
100,216 
14,182 
161,184 
107,446 

$       4,000 

207,326 

113,369 
181,566 

645,559 
718,081 

143,484 

159,815 

235,393 
146,293 

Total 

40 

^6,790,000 

11,560,006 

12.554,886 

In  40  out  of  the  178  banks,  wherein  assessments  were  levied 
on  shareholders,  the  collections  thereby  obtained  thus  amounted 
to  $2,554,886,  or  more  than  enough  to  cover  the  deficiency  of 
f  1,560,006,  which  represents  the  sum  not  provided  by  collec- 
tions from  assets  necessary  to  meet  their  notes  in  full.  This  was 
not  true,  however,  of  the  other  group  of  138  banks. 

In  138  out  of  the  178  banks,  requiring  assessments  on  share- 
holders, it  is  found  that  the  assets  did  not  provide  sufficient 
funds  to  meet  the  notes  by  S8, 78 1,1 79;  and  that  the  assess- 
ments on  shareholders  actually  furnished  only  $2,724,428  towards 
making  up  that  deficiency.  It  is  solely  with  banks  in  this  group 
of  138  that  we  are  concerned,  because  the  notes  of  only  these 
banks  were  not  covered  by  assets  and  stockholders'  liability; 
and  the  notes  of  only  these  banks  would  become  a  charge  upon 
the  Guaranty  Fund, 
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BANKS    WHERE    THE    ACTUAL    COLLECTIONS    FROM    SHAREHOLDERS 
WERE    LESS   THAN    ESTIMATED    DEFICIENCY. 


Period 

No. 

Capital 

to  f  aO  OB  shardnlden 

Actual  ooUecrions 

1865-1870 

1871-1875  

1876-1880  

1881-1885  

1886-1890 

1891-1892  

1893 

1894 

1895 

1896 

1897 

3 

4 
12 

3 

5 

16 

19 

14 
21 

19 
22 

$      470,000 

800,000 

2,192,500 

200,000 

350,000 

2,122,000 

2,760,000 

2,000,000 

2,825,000 

2,555,000 
2,575,000 

$       123,593 

309.531 
761,308 

75.976 
133.082 
986,648 

1,386,424 
1,055,938 
1,317.998 
1,380,267 
1,250,414 

*         3.370 

68,785 

250,308 

42,601 

68,083 

467,587 
437,189 
467,555 
316,414 
367,420 

235,136 

Total 

138 

$18,849,500 

18,781,179 

12,724,428 

158.  A  further  examination  of  the  138  banks,  in  which  the 
actual  collections  from  assessments  upon  shareholders  were  less 
than  the  estimated  deficiency,  to  fall  on  shareholders,  shows  that 
there  are  some  banks  included  in  which  no  assessment  upon  share- 
holders was  made  because,  though  the  net  collections  were  less 
than  80  per  cent,  of  the  capital,  they  were  nevertheless  greater 
than  the  actual  liabilities  of  the  bank.  There  are  also  very 
many  banks  in  which  the  first  assessment  was  for  less  than  100 
per  cent.  But  the  present  law  gives  the  Comptroller  no  right 
to  make  a  second  assessment  for  the  remainder  of  the  lOO  per 
cent.,  if  the  first  is  not  collected  in  full.  This  defect,  the  plan 
recommended  by  the  Commission  proposes  to  correct.  If,  there- 
fore, assessments  had  been  made  in  accordance  with  the  Com- 
mission's plan,  the  deficiency  in  the  case  of  26  of  the  138  rep- 
resented in  the  last  of  the  foregoing  tables  would  thus  have  been 
made  good,  and  the  condition  of  the  remaining  112  would  have 
been  as  set  forth  in  the  following  table:' 

'In  making  this  calculation,  in  those  cases  where  an  assessment  of  less  than  100 
per  cent,  was  made,  the  collections  from  that  assessment  have  been  taken  as  the  basis  of 
the  estimate  as  to  what  the  collections  would  have  been  if  the  full  100  per  cent,  had 
been  assessed.  In  those  cases  where  no  assessment  was  made  the  basis  of  the  esti- 
mate is  the  actual  average  collections  in  the  same  period  from  such  assessments  as 
were  made. 
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Estimated  defid* 

Estimated  collec- 

Net deficiency 

Period 

No. 

Capital 

encyln  collections 
iToni  assets 

tions  frsm 

falling  on 

3 

shareholders 

guaranty  fmid 

1865-1870. 

t      470,000 

*    123,593 

1        7,026 

%    116,567 

1871-1875 

3 

750,000 

306,703 

116,634 

190,069 

1875-1880 

7 

730,000 

409,228 

251,560 

157,668 

1881-1885 

*  • 

1886-1890 

3 

250,000 

97,755 

68,115 

29,640 

1891-1892 

14 

1,947,000 

910,541 

570,364 

340,177 

1893 

17 

2,610,000 

1,366,358 

907.144 

459,214 

1894 

12 

1,500,000 

828,622 

420,709 

407,913 

1895 

20 

2,625,000 

1,228,993 

401,322 

827,671 

1896 

16 

2,395,000 

1,353,957 

476,626 

877,331 

1897 

17 

2,125,000 

1,160,980 

529,799 

631,181 

Total 

112 

$15,402,000 

17,786,730 

*3,749,299 

JM,037,43i 

159.  In  all  of  the  preceding  discussion  the  returns  for  the 
whole  number  of  banks  (352)  which  have  failed  since  the  begin- 
ning of  the  system  have  been  used.  Of  these  352  banks,  how- 
ever, only  181  have  had  their  affairs  finally  closed.  The 
remainder  (171)  are  as  yet  unsettled,  and  have  nominal 
assets  of  $60,997,1 17  still  unliquidated,  so  that  nothing  definite 
can  really  be  said  concerning  many  of  them.  An  estimate  of  the 
loss  likely  to  fall  on  the  other  banks  of  the  system   under  a 

ALL   INSOLVENT   BANKS   WHOSE   AFFAIRS    HAVE    BEEN   CLOSED. 


Period 

No. 

15 

24 

43 
18 

31 
20 

18 

4 

7 

Capital 

Total 

nominal 

assets 

Ame^ate 
collections 
from  assets 

Loans,  dis- 
bursements, 
legal  expenses, 
etc.,  paid 

Net  col- 
lections 
from  assets 

1865-1870 

1871-I875.... 
1876-1880.... 

1881-1885 

1886-I890.... 
1891-1892 

1893.... 
1894 

1895... 
1896. . . . 

12,430,000 
6,831,100 
8,101,500 
3,246,300 
3,600,000 
1,737,000 
1,925,000 
425,000 
535,000 

18,731,713 
20,507,741 

19,242,445 

15,521,117 

11,591.542 

4,872,436 

5.311,157 

905,407 

919,511 

$3,761,470 
9,812,273 
8,088,988 
7,658,778 
3,796,834 
2,188,974 
2,486,432 

304,943 
371,726 

1 644i779 
2,840,129 

2,130,592 

1,576,569 

1.751,458 

600,291 

763,496 

172,995 
162,839 

13,116,691 
6,972,144 
5,957,879 
6,082,209 

2,045,376 
1,588,683 
1,722,936 

131.948 
208,887 

1897.... 

1 
181 

50,000 

105,219 

10,470 

3.396 

7,074 

Total 

$28,880,900 

187,708,288 

138,480,888 

110,646,544 

127.834,344 
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plan  of  note-issues  like  the  one  proposed  by  the  Commission 
can,  therefore,  be  more  safely  and  fairly  based  upon  the  results 
arrived  at  in  considering  only  the  failed  banks  whose  career 
has  been  fully  terminated. 

The  preceding  table  presents  the  capital,  aggregate  collec- 
tions from  assets,  loans,  disbursements  and  legal  expenses  paid, 
and  net  collections  from  assets  for  the  closed,  insolvent  banks 
of  the  system  during  its  whole  history,  according  to  the  Comp- 
troller's figures. 

160.  It  is  seen  that  the  table  just  given  is  made  up  on  the 
same  basis  as  that  given  at  the  outset  for  all  the  failed  banks 
of  the  system.  In  order  to  ascertain  what  loss  to  the  guaranty 
fund  would  have  resulted  from  the  failure  of  these  banks,  it  is 
necessary  to  carry  the  figures  through  the  same  processes 
adopted  for  the  returns  of  all  the  failed  banks  of  the  system. 
If  this  be  done,  it  will  appear  that  of  the  181  banks  whose  a£Fairs 
have  been  finally  closed,  the  notes  of  but  31'  would  have  ulti- 

'The  process  by  which  the  figpires  for  the  thirty-one  banks  are  reached  is  as  fol- 
lows : 

1.  The  sum  by  which  the  actual  net  collections  from  assets  of  the  aggregate  of 
these  181  banks  fell  short  of  80  per  cent  of  their  capital  was  ascertained. 

2.  Those  banks  whose  net  collections  amounted  to  80  per  cent,  of  their  capital 
were  excluded. 

3.  If  80  f>er  cent,  of  notes  were  issued  it  is  assumed  that  an  equivalent  amount  of 
assets  would  be  held;  and  the  same  proportional  part  of  these  added  assets  it  is 
assumed  would  be  collected  as  was  obtained  from  other  assets.  These  assumed  col- 
lections were  added  to  the  net  collections,  and  the  total  collections  were  subtracted 
from  80  per  cent,  of  the  capital  to  obtain  the  estimated  deficiency  which  would  fall 
upon  shareholders. 

4.  Those  banks  whose  actual  collections  from  shareholders  exceeded  the  defi- 
ciency estimated  to  fall  on  such  shareholders  were  then  excluded. 

5.  The  actual  collections  from  shareholders  of  the  remaining  banks  were  then 
increased  by  an  amount  obtained  by  supposing  that  the  Comptroller  should  assess  (as 
recommended  by  the  Commission)  shareholders  to  the  full  amount  of  capital  stock,  and 
supposing  that  he  could  collect  the  same  percentage  of  such  assessments  as  was 
actually  collected. 

6.  The  banks  whose  collections  thus  estimated  exceeded  the  estimated  deficiency 
were  then  excluded. 

7.  The  estimated  collections  for  the  remaining  banks  (numbering  thirty-one) 
were  then  subtracted  from  the  estimated  deficiency  in  collections  from  shareholders 
to  obtain  the  ultimate  amount  which  must  be  inet  by  the  guaranty  fund. 
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mately  become  a  charge  upon  the  other  banks  of  the  system. 
The  results  of  such  an  analysis  are  displayed  in  the  follo<wing 
table : 

CLOSED    INSOLVENT     BANKS     WHERE     A    DEFICIENCY     MIGHT     HAVE 

FALLEN    ON    OTHER    BANKS. 


Period 

No. 

3 
3 
7 

Capital 

Maximum 

probable  note 

issufc  (80 per 

cent,  of 

capital) 

Deficiency  to 

fall  on  share- 

holders 

Estimated 
collections 
from  share- 
holders 

Ultimate 
deficiency 

to  fall  on 

other  banks 

of  system 

1865-1870 

1871-1875.... 

1876-1880 

1881-1885 

1470,000 
750,000 
730,000 

1376,000 
600,000 
584,000 

*I23,593 

306,703 
409,228 

t  7,026 
116,634 
251,560 

*  116,567 
190,069 
157.668 

1886-189O 

189I-1892 

1893 

1894 

1895 

1896. . . . 

I 

9 

5 

I 
2 

50,000 
712,000 
500,000 

50,000 
100.000 

40,000 

569,600 

400,000 

40,000 

80,000 

13,750 

345,667 

280,685 

25,127 

77,016 

1.805 
183,814 

229,415 
14,240 

51.357 

11.945 

161.853 

51.270 

10,887 

25.659 

1897.... 

X 

31 

50,000 

40,000 

28,946 

15.548 

13.398 

Total 

$3,412,000 

12,729,600 

11,610,715 

*87 1,399 

*739,3i6 

It  will  be  recalled  from  the  table  given  on  page  255  that  out 
of  the  original  352  the  number  of  banks  in  the  case  of  which  a 
deficiency  would  have  fallen  upon  other  banks  was  112.  As  just 
seen,  thirty-one  out  of  this  112  were  banks  whose  affairs  had 
finally  been  closed,  leaving  eighty-one,  in  the  case  of  which, 
although  a  deficiency  exists  at  the  present  date,  something 
further  may  be  realized  from  unliquidated  assets. 

i6i«  These  remaining  eighty-one  banks,  not  yet  closed,  in  the 
liquidation  of  which  to  date,  there  would  still  have  been  a 
deficiency  to  fall  on  the  guaranty  fund,  are  mainly  banks  which 
have  failed  since  1890.  Under  the  system  proposed  in  this 
Report,  according  to  the  method  adopted  above,  it  appears  that 
the  total  net  investment  of  the  guaranty  fund  to  date  in  the  notes 
of  these  eighty-one  insolvent  banks  would  be  only  $3,298,115, 
while  the  remaining  unliquidated  assets  of  the  same  banks  as 
shown  in  the  following  table,  amount  to  $23,396,466 : 
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INSOLVENT  BANKS  NOT  YET  CLOSED,  WHERE  A  LOSS  WOULD  FALL  ON 
GUARANTY  FUND  TO  DATE,  AND  STATEMENT  OF  UNLIQUIDATED 
ASSETS  FROM  WHICH  THE  DEFICIENCY  MAY  STILL  BE  MET. 


Period 

No. 

- 

Capital 

Defidency  to  date 

to  fall  on  guaranty 

fuira 

Remaining 

aasett 

186S-1870 

1871-187S 

1876-1880 

■ 

1881-1885 

1886-189O 

2 

5 

12 
12 
18 
16 
16 

$  200,000 
1.235,000 
2,110,000 
1,450,000 
2,525.000 

2,395.000 
2,075,000 

^17,695 
178,324 
407,944 
397,026 

802,012 

877.331 
617.783 

t    11,803 

2,727.714 
1,061,300 

1801-1802 

1803 

if  J  ••••••••••••• 

1894 

i8q5 

1,805,974 
4,623.467 
7,710,611 

*vr»f  J  ************* 

1806 

1807............. 

4.526,597 

*V«f/  .••■•••••••«. 

Total 

81 

$11,990,000 

$3,298,115 

$2').  ^06.466 

162.  From  the  liquidation  of  these  remaining  assets  it  is  alto- 
gether probable  that  enough  will  be  realized  before  the  banks 
are  closed  to  reduce  the  entire  net  loss  to  fall  on  the  other 
banks  of  the  system,  in  the  case  of  the  171  banks  (capital 
$29,92 1, 520),  the  accounts  of  which  are  not  yet  closed,  to  an 
amount  at  least  as  small  as  the  ascertained  maximum  loss  for 
the  181  banks  (capital,  $28,880,900)  which  have  been  finally 
closed.  Should  this  be  the  case  the  net  loss  to  date,  to  fall  on 
the  other  banks  of  the  system,  would  be  less  than  $1,500,000. 
Even  for  the  period  since  1890,  when  failures  have  been  most 
disastrous,  this  would  amount  to  but  $1,000,000  —  less  than 
$150,000  a  year — which,  on  the  basis  of  an  aggregate  circula- 
tion of  80  per  cent,  of  the  capital  for  the  banks  of  the  country 
as  a  whole,  would  have  been  met  by  an  annual  assessment  of 
less  than  one-twenty-fifth  of  one  per  cent,  on  the  outstanding 
circulation  of  the  national  banks  ;  while  during  the  whole  period, 
1 864-1 897,  the  net  losses,  as  already  estimated,  would  have  been 
met  by  an  annual  assessment  of  less  than  one-seventieth  of  one 
per  cent,  on  an  outstanding  circulation  of  $300,000,000.  It 
should  be  remembered  that  this  percentage,  low  as  it  is,  includes 
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an  estimate  on  the  final  outcome  from  the  171  banks  not  yet 
closed.  The  one  preeminent  fact,  however,  which  appears  from 
the  whole  examination,  based  upon  the  results  of  banks  actually 
settled — and  this  is  the  only  set  of  facts  we  yet  have — is  that, 
throughout  the  whole  history  of  the  national  banking  system, 
final  losses  would  have  fallen  upon  the  guaranty  fund  only  in 
the  case  of  thirty-one  banks,  amounting  to  but  $739,316,  or  less 
than  one  one-hundred-and-fortieth  of  one  per  cent,  per  annum 
on  an  outstanding  circulation  of  $300,000,000. 

So  far  as  experience  goes,  then^  it  seems  that  the  losses 
which  would  have  been  incurred  under  the  national  banking  sys- 
tem, had  no  bond  deposit  been  required,  and  which  might,  there- 
fore, be  expected,  were  no  such  deposit  demanded,  have  been 
insignificant.  Even  if  the  solvent  banks  were  all  obliged,  as 
they  must  be,  to  make  good  the  notes  of  failed  banks  to  the  note- 
holder, the  losses  to  be  met  by  them  would  have  been  so  small 
that  they  might  almost  be  neglected.  In  short,  a  guaranty  fund 
seems  to  give  a  security  equal  to  that  of  a  bond-deposit  system, 
but  at  an  infinitesimal  fraction  of  the  cost. 


WORKING  OF  THE  COMMISSION'S  PLAN. 

163*  It  may  be  well  to  consider  in  a  practical  way  the  working 
of  a  system  of  note-issues  based  upon  all  the  resources  of  the 
bank  without  the  particular  pledge  of  any  specified  portion  of  the 
assets  for  the  notes.  Under  the  plan  proposed  by  the  Commis- 
sion, the  note-issues  may  be  considered  from  four  points  of  view : 

I.  As  affecting  the  note-holder ; 

II.  As  affecting  the  other  banks  in  the  system ; 

III.  As  affecting  the  depositor ; 

IV.  As  affecting  the  relative  position  of  city  and  country 

banks. 


The  only  possible  basis  for  consideration  in  a  system  of 
bank-note  issues,  and  one  which  must  be  regarded  as  funda- 
mental, is  an  absolute  protection  to  the  note-holder.  This  must 
be  accepted  as  axiomatic.  Not  only  would  a  system  which  did 
not  provide  absolute  security  to  the  note-holder  have  no  chance 
of  adoption,  but  it  would  also  be  a  distinct  wrong  to  the  business 
community  to  propose  it.  The  national  bank-note  of  the  pres- 
ent system  has  earned  a  well-deserved  confidence,  because  the 
basis  of  its  security  has  been  unquestioned.  Moreover,  the  note 
of  one  bank  should  be  so  protected  that  it  is  as  good  as  the  note 
of  any  other  bank,  no  matter  in  what  part  of  the  country  it  may 
be  circulated.  Perfect  uniformity  of  bank-issues  throughout  the 
length  and  breadth  of  the  land  is  essential  to  a  good  currency. 
The  note  of  a  bank  in  Maine  must  be  equally  good  if  offered 
in  Texas.  That  condition  exists  under  the  present  system,  and 
the  same  result  must  be  achieved  under  any  system  which  shall 
be  devised  to  take  its  place. 

It  may  be  taken  for  granted,  then,  that  the  ends  to  be  attained 

in  the  proposed  plan  are  not  only  (i)  perfect  security  to  the 

note-holder,  but  also  (2)  entire  uniformity  of  issues  by  all  the 
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banks  of  the  system.  In  order  to  secure  these  ends,  the  Com- 
mission has  recommended  a  system  by  which  it  is  confidently 
hoped  that  uniformity,  as  well  as  absolute  security  to  the  note- 
holder, will  be  obtained.  This  plan,  in  brief,  authorizes  the  issue 
of  notes  by  any  bank  to  an  amount  not  exceeding  its  unimpaired 
capital,  less  its  investment  in  real  estate  ;^  a  first  lien  in  favor  of 
the  note-holder  upon  all  the  assets  of  the  bank ;  and,  if  the  fore- 
going should  be  insufficient,  a  prior  lien  upon  the  stockholders 
liability,  which  is  for  an  amount  equal  to  the  capital  of  the  bank  ; 
and,  finally,  the  creation  of  a  guaranty  fund  of  5  per  cent,  on 
outstanding  circulation.  A  heavy  tax  of  6  per  cent,  is  laid  upon 
any  notes  issued  in  excess  of  80  per  cent,  of  unimpaired  capital ; 
so  that  we  may  go  upon  the  assumption  that  notes  will  not, 
under  the  proposed  system,  exceed,  in  ordinary  times,  80  per 
cent,  of  the  capital.  It  is  also  provided  that  the  notes  of  every 
bank  shall  be  receivable  at  par  for  debts  due  to  all  other  national 
banks  and  to  the  government.  It  is  believed  that  such  a  system 
will  protect  the  note- holder  beyond  peradventure ;  and  that,  in 
practical  operation,  no  holder  of  the  note  of  a  failed  national 
bank  could  ever  lose  a  cent. 

164.  It  should  be  kept  in  mind  that  the  Guaranty  Fund  is 
clearly  distinct  from  the  Redemption  Fund.  The  Guaranty  Fund, 
contributed  by  each  bank  in  proportion  to  its  note-issues,  is  a  fund 
held  in  trust  by  the  Treasury  and  reserved  solely  to  provide  for 
the  immediate  redemption  of  notes  of  failed  banks.  It  is  intended 
that  no  period  of  ^ time  shall  ever  exist  during  which  there  shall 
not  be  on  hand  a  sum  sufficient  to  redeem  the  notes,  even  of  a 
failed  bank.  Without  this  fund,  between  the  date  of  the  failure  of 
a  bank  and  the  time  when  the  receiver  could  have  realized  in  cash 
upon  the  assets  of  the  bank,  there  would  be  a  time  when  notes 

'  That  portion  of  a  bank's  capital  which  is  invested  in  real  estate  (1.  ^.,  banking 
house,  etc.)  is  evidently  rendered  for  the  time  unavailable  and  cannot  be  considered  a 
commercial  asset.  Were  the  bank  to  fail,  the  amount  of  the  capital,  which  is  the  first 
guarantee  against  loss  to  the  note-holder,  would  be  decreased  (so  far  as  immediate 
realizability  was  concerned)  by  the  investment  in  real  estate.  The  Commission's 
plan  has  therefore  restricted  the  notes  to  an  amount  equal  to  that  portion  of  the  bank's 
capital  which  will  take  the  form  of  live  commercial  assets,  or  immediately  realizable 
funds  of  some  sort 
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coutd  not  be  redeemed,  even  though  their  ultimate  redemption 
were  assured.'  Under  the  plan  of  the  Commission,  it  is  pro- 
vided that  the  notes  of  failed  banks  in  any  part  of  the  country 
shall  be  redeemed  out  of  this  common  Guaranty  Fund  without  any 
delay  in  waiting  for  realization  upon  the  assets  of  the  bank  by  a 
receiver.  This  provision  perfectly  secures  uniformity  in  the 
value  of  the  notes  of  every  bank  in  any  part  of  the  country. 
Any  note,  whether  of  a  failed  or  solvent  bank,  will,  at  any  time, 
be  redeemed  on  demand  at  the  Treasury,  or,  at  the  discretion 
of  the  Secretary  of  the  Treasury,  at  any  sub-treasury  of  the 
United  States. 

On  the  supposition  that  the  present  circulation  may  be 
increased  from  about  f  200,000,000  to  ^300,000,000,  there  would 
be  a  Guaranty  Fund  of  f  15,000,000  always  ready  to  meet  the 
redemption  of  notes  of  insolvent  banks.  At.  any  one  time  this 
would  be  fully  sufficient  to  cover  the  notes  of  a  failed  bank,  or  of 
a  group  of  banks.  But  it  should  be  understood  that  this  does  not 
necessarily  imply  an  assessment  upon  other  banks.  The  Guar- 
anty Fund  will  be  used  in  the  purchase  of  the  notes  of  failed 
banks  to  the  full  extent  of  those  presented.  But  these  notes, 
for  the  time  being,  keep  the  fund  nominally  intact,  at  least  while 
the  assets  are  in  process  of  liquidation.  As  fast  as  cash  is  real- 
ized, this  will  be  first  used  to  replace  the  notes  held  by  the 
Guaranty  Fund  ;  and  so  long  as  there  are  any  assets  yet  unliqui- 
dated to  meet  notes  in  the  Guaranty  Fund,  no  assessment  will  be 
made  on  the  other  banks.  An  assessment  can  take  place,  then, 
only  for  the  few  notes  for  which  no  assets  can  be  realized  at  the 
close  of  the  liquidating  process  by  the  receiver. 

165.  In  order  to  act  as  a  brake  upon  excessive  issues,  it  is  pro- 
vided in  the  plan  of  the  Commission  that  all  notes  beyond  60 
per  cent.,  and  less  than  80  per  cent.,  of  the  capital  of  a  bank 
shall  be  taxed,  so  long  as  they  are  outstanding,  at  the  rate  of  2 
per  cent,  per  annum ;  while  in  lieu  of  an  absolute  prohibition  of 
note-issues  in  excess  of  80  per  cent,  of  the  capital,  each  bank  is 
permitted  to  issue  an  additional  20  per  cent.,  subject  to  a  tax  at 

*  In  the  Canadian  banking  system  the  notes  of  insolvent  banks  bear  interest  until 
redeemed.    (See  section  148.) 
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the  rate  of  6  per  cent,  per  annum.  The  interest  on  any  portion 
of  the  Guaranty  Fund  invested  by  the  Secretary  of  the  Treasury 
and  the  taxes  upon  emergency  issues,  just  described,  would,  in 
time,  furnish  permanent  additions  to  the  Guaranty  Fund,  and 
thereby  establish  public  confidence  in  the  practical  sufficiency  of 
this  sum  for  all  possible  protection  to  the  notes  of  failed  banks. 
166.  The  Guaranty  Fund  thus  described  provides  for  the  imme- 
diate redemption  of  the  notes  of  any  failed  bank,  while  the  prior 
lien  on  the  assets  and  stockholders'  liability  of  the  bank,  together 
with  the  operation  of  the  fund  in  case  of  deficiency,  make  up 
the  provisions  for  the  ultimate  and  final  security  of  the  notes. 
As  distinct  from  this  ultimate  security  (which  is  believed  to  be 
full  and  more  than  sufficient),  and  the  provision  for  the  imme- 
diate redemption  of  the  notes  of  insolvent  banks,  the  plan  of 
the  Commission  provides  for  the  daily  and  immediate  redemp- 
tion of  the  notes  of  all  solvent  banks  by  the  maintenance  of 
a  5  per  cent.  Redemption  Fund,  as  now  required  by  law.  Each 
bank  is  required  to  redeem  its  notes  on  demand  at  its  own 
counters,  and  also  at  Washington,  or  at  any  sub-treasury  which 
may  be  designated  by  the  Secretary  of  the  Treasury.  This 
Redemption  Fund  is  a  part  of  the  assets  of  the  bank.  As  a 
matter  of  course,  the  banks  must  keep  on  hand  cash  enough 
to  redeem  their  own  notes,  and  the  part  of  this  sum  placed 
in  the  Treasury  is  only  intended  as  a  matter  of  convenience  to 
intercept  in  the  commercial  centers  the  stream  of  notes  coming 
in  for  redemption  which  would  otherwise  be  presented  at  the 
counter  of  the  bank.  The  purpose  of  a  Redemption  Fund  is  to 
make  redemptions  more  easy  and  rapid  for  the  community.  It 
is  no  added  burden  to  the  bank,  which  would  be  obliged  to  per- 
form the  same  service  at  its  own  counter,  if  no  Redemption  Fund 
existed.  To  be  required  to  send  notes  home  to  each  bank  in 
remote  parts  of  the  country,  however,  is  an  inconvenience  which 
is  obviated  by  the  existence  of  a  Redemption  Fund  placed  in 
those  centers  where  notes  are  most  likely  to  be  in  circulation. 
The  daily  and  immediate  redemption  of  notes  at  its  own  counter 
and  through  the  Redemption  Fund,  which  must  always  be  kept 
intact,  provides  a  constant  test  of  the  condition  of  a  bank  to 
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meet  immediate  demands.  This  system  of  redemption,  moreover, 
will  be  much  more  effective  under  the  new  than  under  the  pres- 
ent system.  Notes  will  constantly  be  coming  in  for  redemption 
to  every  bank,  and  it  will  be  impossible  for  any  one  bank  to  keep 
its  notes  in  circulation  beyond  the  amount  actually  needed  by 
the  community. 

II. 

i67»  We  pass  now  to  the  effects  of  the  plan  of  note-issues,  as 
here  proposed,  upon  the  other  banks  in  the  system.  The  objec- 
tion might  very  naturally  arise  in  the  minds  of  bankers  that, 
under  the  system  of  a  Guaranty  Fund,  supplied  by  all  the  banks 
issuing  notes,  the  well-managed  banks  would  be  sustaining 
badly-managed  banks,  with  the  result  that  there  would  be  no 
penalty  visited  upon  poor  management.  Clearly  good  bankers 
might  not  wish  to  enter  a  system  by  which  they  became  responsi- 
ble for  issues  of  notes  over  which  they  could  have  no  control  ; 
and  they  might  say  that  untrained  or  fraudulent  managers 
might  put  out  excessive  issues  based  on  worthless  assets.  It  is 
therefore  well  to  examine  this  objection  in  the  light  of  experi- 
ence. 

It  is  evident  that  the  failure  of  a  bank  to  provide  proper 
assets  to  meet  its  note-liability  must  depend  upon  either  ( i )  bad 
judgment,  or  (2)  fraud.  It  should  be  said  at  once  that  these 
two  elements  of  danger  can  create  no  greater  obstacles  to  suc- 
cessful management  in  banking  than  in  any  other  business,  and 
that  average  honesty,  as  well  as  occasional  dishonesty,  must  be 
given  its  due  weight.  The  possibility  of  fraudulent  mismanage- 
ment of  bank  assets  may  possibly  be  magnified  too  greatly. 
Even  in  the  organization  of  banks,  where  the  opportunities  for 
fraud  would  perhaps  be  greatest,  it  is  inconceivable  that  the 
number  of  cases  of  fraud  could  ever  be  large  relatively  to  the 
whole  field  of  banking.  Before  the  Comptroller  approves  the 
application  and  grants  a  bank  authority  to  commence  business 
he  has  to  be  satisfied  that  its  capital  has  actually  been  paid 
up  as  represented,  that  the  directors  are  men  of  good  and  sub- 
stantial reputation,  and  that  the  undertaking  is  a  bona  fide  one. 
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All  this  guards  against  fraudulent  practices  at  the  outset  just  as 
frequent  examinations  and  reports  make  it  difficult  to  conceal 
extensive  frauds  in  the  later  course  of  the  bank's  existence. 

Nothing  is  more  common  and  fallacious  than  to  reason  that 
what  is  true  in  a  particular  case  is  true  in  general.  For  instance, 
if  a  single  bank  had  been  known  to  fail,  and  if  assets  had  proven 
insufficient  to  cover  the  note-issues  of  that  bank,  it  would 
be  fallacious  to  assume  that  the  same  would  be  the  case  at 
once  with  many  or  all  banks.  Failures  due  to  dishonesty  and 
mismanagement  will  sometimes  happen,  but  it  is  undoubtedly 
true  that  these  will  be  only  sporadic  cases.  Therefore,  the 
objection  to  the  proposed  scheme  from  the  fear  that  bank  assets 
would  be  often  or  generally  insufficient  is  based  on  the  errone- 
ous assumption  that  fraud  will  be  general  and  chronic  on  the 
part  of  the  issuing  banks.  An  objection  based  on  this  general 
assumption  can  certainly  have  little  value.  It,  moreover,  proves 
too  much.  To  assume  that  fraud  in  regard  to  banking  assets 
would  be  so  general  as  feared  by  timid  persons,  presupposes  a 
condition  of  morals  in  the  community  such  that  fraud  would 
be  so  prevalent  in  all  forms  of  business  as  to  make  it  impos- 
sible for  ordinary  trade  and  exchange  to  go  on  as  it  does  now. 
Business  as  it  exists  today  would  be  impossible.  On  such  an 
assumption  it  would  not  be  practicable  to  obtain  a  proper  num- 
ber even  of  bookkeepers  or  officials  who  could  be  trusted.  But 
the  supposition  on  which  this  objection  to  the  scheme  is  based  is 
every  day  and  hour  contradicted  by  the  fact  that  we  do  go,  in 
banking  as  in  all  other  business,  on  the  belief  that  fraud  is  the 
exception  and  not  the  rule.  The  objection  to  the  plan  of  the 
Guaranty  Fund  as  thus  stated  on  the  ground  of  any  general 
prevalence  of  fraud  is  hypercritical  and  largely  imaginary. 

Bankers  are  as  honest  as  the  average  man  in  other  branches 
of  business.  The  banks,  therefore,  entering  into  this  system 
run  no  peculiar  risks,  owing  to  the  requirement  of  contribu- 
tions to  the  Guaranty  Fund,  since  their  responsibility  extends 
only  to  losses  determined  by  the  average  honesty  of  business 
men.  That  is,  the  losses  they  will  be  obliged  to  meet  from  fraud 
will  be  exceptional,  and  the  amount  of  these  will  be  very  small  in 
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comparison  with  the  total  circulation,  and  will  be  no  serious  bur- 
den to  the  Guaranty  Fund.  This  fund  is  founded  on  the  theory  of 
insurance  by  which  a  very  small  premium  from  each  participant  is 
sufficient  to  provide  a  considerable  sum  to  cover  individual  losses. 

i68.  It  is  well  known  that  in  the  whole  history  of  our  national 
banks,  bank  failures  were  greatest  in  the  years  1 893-1 897.  In 
1893,  if  all  the  banks  in  the  system  had  issued  notes  to  the 
full  amount  of  80  per  cent,  of  their  capital  (as  contemplated 
in  the  proposed  plan),  the  sum  would  have  been  f  548,000,000. 
The  aggregate  circulation  actually  issued  by  the  banks  which 
failed  in  1893,  would  have  been  only  i^  per  cent,  of  the 
aforesaid  possible  circulation  under  the  plan  proposed.  That 
is,  if  upon  the  failure  of  these  banks  all  their  notes  had  been 
presented  for  redemption  before  a  dollar  had  been  collected 
from  their  assets,  only  about  one-third  of  the  Guaranty  Fund 
would  have  been  invested  in  such  notes.  During  the  process  of 
liquidation,  however,  it  appears  that  the  amount  which,  up  to 
November  i,  1897,  would  not  have  been  recovered  to  the  fund 
from  the  assets  of  the  banks  would  have  been  less  than  f  460,000, 
or  less  than  one-tenth  of  i  per  cent,  of  the  proposed  circulation 
Only  f  5 1,270  of  this  sum,  however,  was  a  final  deficiency  from 
the  eighteen  banks  failing  in  1893  whose  accounts  have  been 
closed.  The  remaining  f  407,944  belongs  to  the  other  thirty-six 
banks ;  and  to  meet  it  there  would  still  be  a  resort  to  their 
unliquidated  assets,  amounting  to  f  1,961,300. 

The  facts  are  more  conclusive  if,  instead  of  one  period  of 
frequent  failures  we  pass  under  review  the  whole  period  of  the 
existence  of  the  national  banks.  Of  the  352  banks  which  failed 
in  the  national  banking  system  from  1 863-1 897,  only  181  have 
had  their  affairs  finally  settled.  The  net  collections  to  date 
from  1 50  of  them  have  been  such  as  to  indicate  that,  if  each 
had  issued  notes  to  the  amount  of  80  per  cent,  of  its  capital, 
every  dollar  of  their  circulation  would  have  been  met  from  their 
assets,  and  that  no  deficiency  would  have  fallen  on  the  Guaranty 
Fund  or  on  the  other  banks.  In  the  case  of  the  remaining 
31  banks,  the  net  deficiency  which  would  have  fallen  on  the 
other  banks,  by  assessment,  would  have  been  less  than  f  750,- 
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000 — which  would  have  been  met  by  an  average  assessment, 
on  a  circulation  of  $300,000,000,  of  less  than  y^  of  i  per 
cent,  annually  during  the  thirty-five  years'  existence  of  the 
national  banking  system.  Of  the  171  banks  whose  affairs  have 
not  been  closed,  90  have  already  collected  enough  to  show  that 
under  the  system  proposed  all  their  notes  would  have  been  met 
from  their  assets;  while  the  remaining  81  banks  have  unliqui- 
dated assets  of  over  $23,000,000  from  which  to  meet  $3,298,1 15 
of  notes  which  might,  at  the  close  of  1897,  have  been  advanced 
from  the  Guaranty  Fund.  If  the  ultimate  net  deficiency  here 
should  be  $750,000,  which  is  a  little  more  than  the  deficiency  in 
the  case  of  the  181  banks  whose  accounts  have  been  closed,  the 
total  net  loss  from  the  352  failures  would  have  been  met  by  an 
average  annual  assessment  of  one-seventieth  of  i  per  cent,  on  a 
circulation  of  $300,000,000. 

169.  Therefore,  on  the  basis  of  banking  assets,  as  disclosed  in 
the  history  of  the  present  system,  it  is  beyond  question  that  all 
losses  upon  the  note-issues  of  failed  banks,  after  recourse  to  the 
general  assets  of  the  bank,  and  to  the  stockholders'  liability,  will 
in  fact  be  easily  met  by  a  Guaranty  Fund  of  5  per  cent,  as  pro- 
posed, without  imposing  any  serious  burden  on  the  other  banks 
in  making  good  occasional  deficiencies. 

Having  shown  that  the  losses  which  will  fall  upon  the  Guar- 
anty Fund  will  not  in  any  case  be  serious,  it  should  be  also  borne 
in  mind  that,  in  the  plan  of  the  Commission,  responsibility  for 
the  notes  of  other  banks  affects  only  those  that  issue  notes,  and 
even  then  only  in  proportion  to  their  note-issues.  It  may  be 
possible  that  great  city  banks  which  are  now  able  to  do  a  very  large 
business  and  earn  their  profits  without  the  use  of  any  notes  what- 
ever, may  continue  to  do  their  business  without  resort  to  note- 
issues  at  all.  So  far  as  this  takes  place  these  banks  would  be 
entirely  unaffected  by  the  requirements  for  the  Guaranty  Fund. 
In  case  need  should  arise  for  the  temporary  issue  of  notes,  when 
the  need  for  the  issue  had  passed,  and  measures  had  been  taken 
to  retire  their  notes,  their  contributions  to  the  Guaranty  Fund 
would  be  withdrawn  and  their  responsibility  for  the  issues  of 
other  banks  would  thereupon  cease. 
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comparison  with  the  total  circulation,  and  will  be  no  serious  bur- 
den to  the  Guaranty  Fund.  This  fund  is  founded  on  the  theory  of 
insurance  by  which  a  very  small  premium  from  each  participant  is 
sufficient  to  provide  a  considerable  sum  to  cover  individual  losses. 

i68.  It  is  well  known  that  in  the  whole  history  of  our  national 
banks,  bank  failures  were  greatest  in  the  years  1 893-1 897.  In 
1893,  if  all  the  banks  in  the  system  had  issued  notes  to  the 
full  amount  of  80  per  cent,  of  their  capital  (as  contemplated 
in  the  proposed  plan),  the  sum  would  have  been  $548,000,000. 
The  aggregate  circulation  actually  issued  by  the  banks  which 
failed  in  1893,  would  have  been  only  i^  per  cent,  of  the 
aforesaid  possible  circulation  under  the  plan  proposed.  That 
is,  if  upon  the  failure  of  these  banks  all  their  notes  had  been 
presented  for  redemption  before  a  dollar  had  been  collected 
from  their  assets,  only  about  one-third  of  the  Guaranty  Fund 
would  have  been  invested  in  such  notes.  During  the  process  of 
liquidation,  however,  it  appears  that  the  amount  which,  up  to 
November  i,  1897,  would  not  have  been  recovered  to  the  fund 
from  the  assets  of  the  banks  would  have  been  less  than  $460,000, 
or  less  than  one-tenth  of  i  per  cent,  of  the  proposed  circulation 
Only  $51,270  of  this  sum,  however,  was  a  final  deficiency  from 
the  eighteen  banks  failing  in  1893  whose  accounts  have  been 
closed.  The  remaining  $407,944  belongs  to  the  other  thirty-six 
banks  ;  and  to  meet  it  there  would  still  be  a  resort  to  their 
unliquidated  assets,  amounting  to  $1,961,300. 

The  facts  are  more  conclusive  if,  instead  of  one  period  of 
frequent  failures  we  pass  under  review  the  whole  period  of  the 
existence  of  the  national  banks.  Of  the  352  banks  which  failed 
in  the  national  banking  system  from  1 863-1 897,  only  181  have 
had  their  affairs  finally  settled.  The  net  collections  to  date 
from  1 50  of  them  have  been  such  as  to  indicate  that,  if  each 
had  issued  notes  to  the  amount  of  80  per  cent,  of  its  capital, 
every  dollar  of  their  circulation  would  have  been  met  from  their 
assets,  and  that  no  deficiency  would  have  fallen  on  the  Guaranty 
Fund  or  on  the  other  banks.  In  the  case  of  the  remaining 
31  banks,  the  net  deficiency  which  would  have  fallen  on  the 
other  banks,  by  assessment,  would  have  been  less  than  $750,- 
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000 — which  would  have  been  met  by  an  average  assessment, 
on  a  circulation  of  $300,000,000,  of  less  than  -^^  of  i  per 
cent,  annually  during  the  thirty-five  years'  existence  of  the 
national  banking  system.  Of  the  171  banks  whose  affairs  have 
not  been  closed,  90  have  already  collected  enough  to  show  that 
under  the  system  proposed  all  their  notes  would  have  been  met 
from  their  assets;  while  the  remaining  81  banks  have  unliqui- 
dated assets  of  over  $23,000,000  from  which  to  meet  $3,298,1 15 
of  notes  which  might,  at  the  close  of  1897,  have  been  advanced 
from  the  Guaranty  Fund.  If  the  ultimate  net  deficiency  here 
should  be  $750,000,  which  is  a  little  more  than  the  deficiency  in 
the  case  of  the  181  banks  whose  accounts  have  been  closed,  the 
total  net  loss  from  the  352  failures  would  have  been  met  by  an 
average  annual  assessment  of  one-seventieth  of  i  per  cent,  on  a 
circulation  of  $300,000,000. 

169.  Therefore,  on  the  basis  of  banking  assets,  as  disclosed  in 
the  history  of  the  present  system,  it  is  beyond  question  that  all 
losses  upon  the  note-issues  of  failed  banks,  after  recourse  to  the 
general  assets  of  the  bank,  and  to  the  stockholders'  liability,  will 
in  fact  be  easily  met  by  a  Guaranty  Fund  of  5  per  cent,  as  pro- 
posed, without  imposing  any  serious  burden  on  the  other  banks 
in  making  good  occasional  deficiencies. 

Having  shown  that  the  losses  which  will  fall  upon  the  Guar- 
anty Fund  will  not  in  any  case  be  serious,  it  should  be  also  borne 
in  mind  that,  in  the  plan  of  the  Commission,  responsibility  for 
the  notes  of  other  banks  affects  only  those  that  issue  notes,  and 
even  then  only  in  proportion  to  their  note-issues.  It  may  be 
possible  that  great  city  banks  which  are  now  able  to  do  a  very  large 
business  and  earn  their  profits  without  the  use  of  any  notes  what- 
ever, may  continue  to  do  their  business  without  resort  to  note- 
issues  at  all.  So  far  as  this  takes  place  these  banks  would  be 
entirely  unaffected  by  the  requirements  for  the  Guaranty  Fund. 
In  case  need  should  arise  for  the  temporary  issue  of  notes,  when 
the  need  for  the  issue  had  passed,  and  measures  had  been  taken 
to  retire  their  notes,  their  contributions  to  the  Guaranty  Fund 
would  be  withdrawn  and  their  responsibility  for  the  issues  of 
other  banks  would  thereupon  cease. 
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If  it  be  taken  into  account  how  small  the  losses  to  note- 
holders from  the  failure  of  banks  might  have  been,  as  previously 
discussed,  it  will  be  found  that  only  a  very  small  part  of  the 
Guaranty  Fund  would  have  been  called  upon  to  meet  the  sporadic 
cases  of  bad  management.  How  small  this  amount  would  be,  as 
determined  by  the  character  of  the  assets  held  by  the  banks, 
during  the  last  thirty-five  years,  must  surprise  those  who  may  not 
have  investigated  the  facts.  The  banks  have,  moreover,  been 
able  under  the  present  law  to  pay  a  tax  of  i  per  cent,  on  circula- 
tion ;  and  yet  the  average  annual  assessment  on  circulation  for 
the  Guaranty  Fund,  as  already  shown  by  the  experience  of 
thirty-five  years,  would  have  amounted  to  not  more  than  one- 
seventieth  of  1  per  cent.  Attention  in  this  connection  should 
be  called  to  the  recommendation  of  the  Commission  that  the 
expenses  of  the  banking  system  should  not  be  provided  by  a  tax 
on  circulation,  but  by  a  tax  on  capital  and  surplus.  Hence,  if 
there  should  be  no  other  tax  on  circulation,  the  insignificant  con- 
tribution for  the  Guaranty  Fund  cannot  be  said  to  be  heavy. 

I70.  To  rest  the  security  of  the  notes  on  the  general  assets  of 
a  bank  gives  direct  importance  to  the  fact  that  good  or  bad  bank- 
ing depends  entirely  upon  the  kind  of  discounts  made.  Hence 
it  is  proposed  under  the  new  plan  to  obtain  as  far  as  possible  an 
improvement  in  the  methods  of  examinations  and  reports  upon 
the  character  of  the  resources  of  the  banks.  The  mere  fact  that 
banks  have  a  responsibility,  no  matter  how  slight,  for  each 
others'  notes,  will  induce  a  habit  of  vigilance  and  watchfulness 
over  the  character  of  other  banks  that  will  not  only  make 
each  more  careful  as  to  the  discounts  it  makes,  but  will  con- 
stantly tend  to  drive  to  the  wall  mismanaged  institutions.  Banks 
showing  bad  judgment  or  fraudulent  intentions  under  this  sys- 
tem would  be  so  hard  pressed  by  other  banks  to  meet  their 
obligations  that  they  could  not  long  exist. 

It  should  also  be  kept  in  mind  by  other  banks  in  the  system 
that  the  method  of  rapid  and  constant  redemption  which  is 
likely  to  take  place  under  the  proposed  system  would  make  it 
impossible  for  the  mismanagement  of  banks  to  go  on  long  unob- 
served.     Hence  the  system  of  redemption  affords  a  protection 
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of  great  practical  importance  to  the  other  banks  in  the  system 
as  a  means  of  detecting  the  character  of  their  banking  resources. 
The  quality  of  the  assets  of  each  bank  will  be  constantly  tested 
by  the  requirement  to  pay  its  notes  on  demand. 

The  new  provisions  as  to  stockholders'  liability  will,  also, 
have  the  effect  of  creating  vigilance  among  owners  of  stock  as 
to  the  responsibility  of  fellow  stockholders,  and  thereby  increase 
the  disposition  to  watch  closely  the  management  of  the  bank. 

III. 

171.  It  is  necessary  next  to  discuss  the  provisions  in  the  pro- 
posed plan  for  the  protection  of  the  note-holder  so  far  as  they 
affect  the  depositor.  Attention  should  again  be  called  to  the 
fundamental  assumption  upon  which  any  system  of  bank-note 
circulation  must  be  based.  This  assumption  is  that  the  note- 
holder must  be  given  absolute  safety.  It  is  useless  to  discuss  note- 
issues  on  any  other  basis.  Under  the  present  national  banking 
system  the  note-holder  has  absolute  security ;  and  it  is  believed 
that  also  under  the  new  system,  as  already  fully  described,  the 
note-holder  is  given  absolute  and  perfect  security.  This  is  as 
it  should  be.  Inasmuch  as  the  note  moves  to  a  distance  from 
the  issuing  bank,  and  cannot  perform  its  proper  function  as  a 
convenient  currency  except  where  members  of  the  community 
are  in  no  way  obliged  to  investigate  the  individual  character 
of  each  bank  whose  notes  are  in  circulation,  the  security  for 
each  and  every  note  must  be  thoroughly  established  inde- 
pendently of  the  management  of  any  particular  bank.  The 
position  of  the  depositor  is  necessarily  different  from  that  of  the 
note-holder.  The  former  is  usually  one  close  to,  and  able  to 
inform  himself  about,  the  bank  in  which  he  deposits.  He  is  in  a 
position,  moreover,  where  he  may  be  expected  to  choose  his 
depository  bank  for  himself,  and  very  properly  to  face  all  risks 
of  his  own  judgment  in  this  matter.  It  is  instantly  to  be  seen  that 
the  state  could  not  possibly  undertake  by  regulations  to  protect 
a  depositor  in  the  exercise  of  his  own  voluntary  judgment  in 
regard  to  good  or  bad  banking-management.  It  is  clear,  there- 
fore, that  the   depositor  stands  in  a  different  relation  to   the 
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bank  than  the  distant  and  innocent  note-holder.  The  depos- 
itor, it  is  true,  may  be  protected  in  general  by  regulations 
peculiar  to  his  case — by  publicity,  by  frequent  examinations, 
and  by  vigilance  of  the  Comptroller  against  loose  and  fraudulent 
methods.  Beyond  this  banking  regulations  cannot  advanta- 
geously go. 

I72«  We  now  approach  the  question  first  raised  as  to  the  efiFect 
of  the  proposed  plan  on  the  depositor  with  two  clearly  defined 
propositions  which  all  must  accept :  First,  that  the  depositor 
holds  a  different  position  relatively  to  the  bank  from  the  note- 
holder; second,  that  the  note-holder  under  any  practicable 
scheme  must  be  made  absolutely  safe.  With  this  understanding, 
it  may  be  well  to  discuss  the  effect  on  the  depositor  of  the  prior 
lien  on  the  assets  of  the  bank  in  favor  of  the  note-holder.  It 
is  well  understood  that  for  the  notes  issued,  the  bank  has 
received  an  equivalent  amount  of  resources.  Under  the  pres- 
ent national  banking  system,  a  part  of  the  assets  at  least  equal 
to  that  received  in  return  for  the  issue  of  notes  is,  in  the  begin- 
ning, taken  irrevocably  away  from  the  depositor ;  and,  in  order 
that  it  should  not  possibly  fall  into  any  other  hands,  it  is  invested 
in  bonds  and  deposited  with  the  government.  Under  the  pres- 
ent system,  therefore,  the  note-holder  has  a  claim  upon  the 
assets  of  the  bank  prior  to  all  other  claims.  The  new  system 
proceeds  upon  the  same  principle.  Although  the  method  of 
affording  the  protection  is  different,  only  the  same  amount  even- 
tually goes  to  the  note-holder  under  the  proposed  as  under  the 
present  system.  Consequently,  in  either  system  the  assets  cov- 
ering the  note-issues  are  necessarily  so  placed  that  they  cannot 
go  to  the  depositor. 

A  national  bank  which,  under  the  present  law  holds  in  its 
resources,  say  f  500,000  worth  of  bonds,  as  a  protection  to  its 
notes  which  are  out  (we  will  suppose  for  simplicity)  to  an  equal 
amount,  would,  under  the  new  system,  hold  $500,000  of  gen- 
eral resources  (instead  of  bonds  in  the  Treasury)  to  cover  an 
equal  amount  of  notes.  The  resources  behind  the  depositor  are 
thus  not  affected  by  the  change  of  the  bond  resources  into  the 
form  of  other  general  resources.     On  this  additional  amount  of 
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(500,000  of  general  resources  behind  the  notes,  the  depositor 
should  have  no  more  claim  than  if  those  resources  existed,  as 
now,  in  the  form  of  bonds.  Merely  because  the  additional 
resources  corresponding  to  the  bonds  are  held  in  the  posses- 
sion of  the  bank  and  not  by  the  government,  the  depositor  has 
no  right  to  assume  that  this  fact  gives  him  any  moral  precedence 
on  what  lies  behind  the  notes.  In  the  case  of  mismanagement 
and  fraud,  under  the  present  national  bank  system,  the  depositor 
would  suffer  directly  by  the  effect  on  the  resources  lying  behind 
his  deposits.  In  short,  the  only  way  in  which  the  depositor  can 
be  protected  from  mismanagement  is,  that  directors  should 
direct,  and  not  by  casting  eyes  upon  the  means  of  protecting 
the  note-holder.  Good  management  will  inspire  confidence  and 
insure  large  deposits  under  either  system  of  banking ;  and  under 
either  they  will  with  good  management  be  equally  safe. 

173.  In  most  cities  there  now  exists  keen  competition 
between  national  banks  on  the  one  hand  and  state  banks  and 
trust  companies  on  the  other  hand.  It  may  be  said  by  state 
banks  to  depositors,  that  it  would  be  desirable  for  them  to 
deposit  with  the  state  banks,  because,  if  they  deposited  with  a 
national  bank  under  the  new  system,  the  note-holder  of  the 
national  bank  would  have  a  prior  claim  upon  the  assets  of  the 
bank  in  case  of  failure,  and  that  consequently  the  deposits 
would  be  safer  with  the  trust  companies  and  state  banks.  We 
have  already  shown  that  on  entering  the  new  system,  a  national 
bank  would  have  in  its  possession  more  resources  by  exactly  the 
amount  of  its  present  bond-holdings  kept  for  security  of  its 
notes.  Under  the  present  national  bank  system,  by  which  the 
portion  of  the  assets  intended  to  secure  the  notes  is  placed 
with  the  government,  in  order  that  mismanagement  may  by  no 
possibility  reach  them,  losses  from  bad  banking  can  still  fall 
upon  the  resources  behind  the  deposits.  Under  the  new  system 
the  depositor  would  be  worse  off  only  on  the  supposition  that 
the  resources  behind  the  notes,  being  in  the  hands  of  the  bank, 
were  thereby  liable  to  mismanagement.  The  risk  to  the  depos- 
itor resolves  itself,  as  in  every  case  it  must,  into  a  question 
whether  the  bank  is  well  or  badly  managed  as  a  whole. 
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Such  statements  as  the  above,  however,  may  be  used  by  the 
state  banks  and  trust  companies  to  influence  depositors  at  a  time 
of  distrust  in  the  money  market.  At  a  critical  time  depositors 
might  be  induced  to  withdraw  large  deposits  from  national 
banks  for  fear  that  in  case  of  failure  the  note-holders,  having  a 
first  lien,  might  exhaust  the  resources  of  the  bank.  Among 
unthinking  depositors  this  might  be  used  to  the  disadvantage  of 
the  national  banks.  It  should  be  observed  as  to  this  point  that 
the  national  banks  would  have  a  remedy  in  their  own  h^nds. 
To  a  timid  depositor,  they  could  offer,  instead  of  a  deposit,  their 
own  notes,  which  would  be  a  first  lien  upon  the  resources  of  the 
bank,  and  the  depositor  would  then  be  even  better  off  with  the 
national  bank  than  if  he  held  a  deposit  in  a  trust  company  or  a 
state  bank;  for,. as  before  explained,  the  notes  would  be  abso- 
lutely safe. 

In  fact,  it  is  apparent  to  every  one  that  the  unimpaired 
capital,  which  necessarily  appears  in  the  resources,  furnishes  an 
amount  of  assets  which  acts  as  a  buffer  to  receive  losses  before 
they  reach  the  depositor.  If  the  note-holder  has  a  prior  lien 
before  the  depositor,  it  is"  equally  clear  that  the  depositor  has 
a  prior  claim  before  the  shareholder,  and  the  capital  must  be 
totally  impaired  before  a  loss  can  fall  upon  the  depositor.  No 
other  precedence  of  claims  is  defensible  under  any  banking  law 

It  might  be  remarked  in  passing  that  if  a  national  bank  found 
itself  pushed  by  the  competition  of  trust  companies  under  state 
laws,  it  might  create  a  situation  under  the  new  system  which 
would  give  the  depositor  exactly  the  same  protection  as  now 
under  the  system  of  a  deposit  of  bonds  to  secure  the  note- 
holder. That  is,  if  a  bank  wished  to  guard  against  any  objec- 
tion to  the  position  of  the  depositor  under  the  new  system  as 
compared  with  the  present,  it  might  take  that  portion  of  its 
resources  which  was  equal  to  its  note-liability  and  deposit  these 
resources  with  a  trust  company  as  trustee  for  the  note-holder. 
Then  the  bank  would  stand  in  exactly  the  same  position  rela- 
tively to  depositors  as  a  national  bank  does  now. 

174.  It  is,  moreover,  not  believed  that  depositors  would  pre- 
fer  a   trust    company    under    state    laws   to    a    national    bank 
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under  the  proposed  plan,  or  vice  versa^  upon  any  such  analysis 
of  bank  accounts  as  has  here  been  given.  It  will  be  found,  that 
depositors,  in  fact,  place  their  accounts  with  banks  quite  irre- 
spective of  such  considerations  as  have  been  advanced  above. 
If  depositors  actually  did  analyze  accounts  in  order  to  determine 
where  to  keep  their  funds,  then  in  banks  which  have  smaller 
deposits  relatively  to  capital  (which,  as  before  said,  must  be 
impaired  before  losses  can  fall  on  the  depositor)  they  would 
find  greater  security.  But  all  the  business  world  knows  this  not 
to  be  the  case.  Depositors,  as  a  rule,  deposit  where  deposits 
are  already  large.  A  well-managed  bank,  having  the  confidence 
of  large  interests,  and  already  having  large  deposits,  thereby 
attracts  other  deposits.  Smaller  depositors  naturally  reason  that 
if  men  in  charge  of  large  estates  select  a  certain  bank  for  the 
deposit  of  large  sums,  they  must  have  good  grounds  for  their 
confidence,  and  they  follow  their  example  without  more  exam- 
ination. The  banks  obtain  deposits  on  the  principle  of  "to  him 
that  hath  shall  be  given."  The  accumulation  of  deposits  by  a 
bank  in  any  place  depends  so  entirely  upon  its  reputation  for 
good  management,  that  it  is  quite  independent  of  the  particular 
system  under  which  the  bank  is  doing  business.  A  trust  com- 
pany or  state  bank  will  obtain  deposits,  not  because  it  is  acting 
under  a  state  law,  but  directly  and  solely  because  of  the  confi- 
dence of  the  depositors  in  the  reputation  and  management  of  the 
bank.  And  the  same  holds  true  of  a  national  bank  today ;  it 
will  accumulate  large  deposits,  not  merely  because  it  is  a  national 
bank,  but  because  it  is  a  well-managed  bank.  Under  the  pro- 
posed plan,  the  deposits  of  the  community  will  be  distributed, 
undoubtedly,  for  the  same  reasons  as  now — because  of  the  con- 
fidence of  the  depositors  in  the  relative  management  and  repu- 
tation of  the  respective  banks.  Objections,  therefore,  to  the 
proposed  scheme  on  the  above  mentioned  grounds  of  its  effect 
upon  depositors,  must  be,  without  doubt,  largely  fictitious. 

IV. 

X75.  It  is  important  also  to  examine  into  the  e£fect  of  the 
plan  of  the  Commission  upon  the  relative  positions  of  city  and 
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rural  banks.  Of  course,  any  one  familiar  with  the  operations  of 
banking  perfectly  understands  that  the  profit  to  a  bank  does  not 
necessarily  depend  on  its  power  to  issue  notes.  On  this  point, 
however,  a  widespread  misapprehension  exists.  It  is  supposed 
that  by  granting  to  banks  the  privilege  of  issuing  notes,  there  is 
conveyed  to  them  a  means  of  making  large  profits  and  of  monop- 
olizing the  market  for  loans.  This  belief  is  erroneous.  At  the 
very  outset  we  are  met  by  the  fact  that  our  largest  city  banks, 
almost  without  exception,  make  very  little  or  absolutely  no  use 
of  their  right  to  issue  notes ;  and  yet  these  great  banks  make  a 
profit  from  banking  and  accumulate  a  surplus.  How  can  this 
be,  if  the  note-issues  are  so  important  a  privilege  ? 

A  bank  in  reality  makes  a  profit  by  buying  and  selling.  In 
making  a  loan  or  discount,  it  buys  the  right  (duly  secured)  to 
receive  money  in  the  future,  and  it  pays  for  this  right  by  creating 
a  liability  to  pay  the  borrower  on  demand  from  its  resources. 
The  profit  arises  from  giving  the  borrower  a  claim  for  immediate 
payment  less  the  bank  discount  or  profit.  It  follows  that  the 
gain  to  a  bank  is  settled  by  this  discount  operation,  and  resides 
in  that.  And  this  profit  is  the  same  to  the  bank  whether  the 
demand  liability  is  issued  to  the  borrower  in  the  form  of  its 
notes,  or  in  the  form  of  a  deposit-account  to  his  credit.  Whether 
one  or  the  other  form  of  liability  is  actually  used,  depends  not 
upon  the  will  of  the  bank,  but  upon  the  choice  of  its  customers. 
In  the  great  financial  centers  the  banks  adapt  themselves  to 
their  constituents,  who  do  not  wish  to  carry  notes  about,  but 
who  find  it  much  safer  and  more  convenient  to  pay  for  the  most 
part  by  checks  or  drafts  on  deposit  accounts.  This  explains 
why  the  richest  city  banks  with  enormous  deposits,  do  a  profit- 
able business  without  issuing  any  notes. 

It  is  quite  otherwise  in  rural  districts :  there  the  small  bor- 
rower calls  for  notes,  and  seldom  uses  a  deposit  account.  Upon 
the  presentation  of  proper  collateral,  and  a  loan  being  asked  for, 
the  bank  cannot  grant  it,  unless  it  is  able  to  provide  that  kind 
of  bank  currency — that  is,  notes — which  the  habits  of  the  com- 
munity force  the  borrower  to  choose.  If,  as  under  the  present 
national  banking  system,  the  small  banks  of  the  South  and  West 
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find  it  unprofitable  to  issue  notes  or  to  obtain  them  in  some 
way,  then  it  will  often  happen  that,  even  where  banking  capital 
exists,  it  cannot  be  used  in  the  particular  way  which  would  be  of 
most  advantage  and  convenience  to  the  community  in  which  it 
is  placed. 

The  present  system,  it  has  elsewhere  been  pointed  out, 
requires  banks  of  issue  in  rural  districts  to  withdraw  from  those 
sections  for  investment  in  bonds  large  amounts  which  would 
otherwise  naturally  be  loaned  to  local  borrowers.  The  city 
banks,  on  the  other  hand,  whose  business  is  carried  on  by  the 
use  of  deposit  currency,  are  not  thus  required  by  our  present 
law  to  invest  in  bonds  as  a  basis  for  that  form  of  currency,  but 
are  permitted  to  loan  their  funds  freely  to  borrowers.  The 
Commission  proposes  to  remove  this  inequality  by  giving  to  the 
country  banks  the  same  freedom  in  loaning  their  funds  to  local 
borrowers  which  the  city  banks  already  possess. 

176.  The  plan  of  the  Commission  will  work  in  the  interest  of 
the  ruial  communities,  and  of  small  borrowers  in  those  regions. 
Indeed,  the  plan  is  only  carrying  out  equal  justice  and  fairness  to 
all  classes  and  to  all  parts  of  the  country.  The  large  city  banks 
do  their  business  and  earn  a  profit  mainly  without  the  use  of  note- 
issues.  They  create  a  form  of  currency,  of  a  highly  efficient 
quality  as  a  medium  of  exchange,  by  which  profits  are  obtained. 
No  tax,  however,  is  levied  upon  this  medium  of  exchange,  while 
the  currency  of  country  banks,  that  is,  note-issues,  is  taxed. 
To  allow  to  other  parts  of  the  country,  where  the  note-liability 
is  the  only  convenient  form  of  completing  the  discount  opera- 
tion, an  equal  right  to  an  untaxed  medium  of  exchange,  and  to 
one  also  based  upon  the  general  commercial  resources  of  the 
bank,  is  no  more,  no  less,  than  justice.  The  recommendations 
of  the  Commission,  therefore,  concern  mainly  the  small  pro- 
ducers and  borrowers  in  districts  other  than  the  financial  cen- 
ters. 

It  is  true  that  if  the  method  of  issuing  notes  is  made  less 
burdensome  and  expensive,  the  city  banks  may  issue  more  notes 
than  now.  They  would  do  this,  however,  only  provided  they 
could  supply  other  (and  generally  rural)  communities  with  notes, 
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in  default  of  sufficient  local  banking  facilities.  At  present,  for 
reasons  illustrated  by  the  figures  elsewhere  given,  the  country 
banks  borrow  of  the  city  banks,  and  thereby  obtain  the  currency 
which  they  do  not  now  issue  themselves.  Under  the  plan  of 
the  Commission,  the  main  demands  of  rural  districts  for  notes 
will  be  supplied  by  the  country  banks,  and  they  will  not  be 
obliged  to  depend  so  largely  on  the  cities. 
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MERCIAL  ASSETS. 

FOREIGN   BANKS. 

177.  An  appeal  to  the  experience  of  other  countries  in  regard 
to  methods  of  securing  bank-issues  is  a  necessary  part  of  our 
duty.  It  must  be  noted,  however,  that  the  history  of  European 
systems  will  not  furnish  instances  of  needs  exactly  parallel  to 
our  own.  There  the  banks  exist  under  special  charters,  and 
with  large  capitals,  while  we  are  now  concerned  with  a  free 
banking  system  with  many  small  banks.  The  examination,  how- 
ever, will  determine  to  what  extent  in  other  countries  notes 
based  on  general  commercial  resources  have  been  found  to  be 
safely  secured. 

178.  In  France  a  monopoly  of  the  issue  of  notes  resides  in 
the  Bank  of  France,  which  is  neither  required  to  deposit  bonds 
as  a  special  security  for  its  notes,  nor  obliged  to  invest  in 
such  form  any  large  portion  of  its  assets.  With  a  capital  of 
^36,500,000  (182,500,000  francs)  it  is  permitted  to  issue  notes 
freely  to  the  amount  of  {900,000,000  (4,500,000,000  francs) 
and  even  within  this  limit  it  is  not  governed  by  any  legislative 
restrictions  as  to  the  amount  or  character  of  the  reserve  it  shall 
hold  against  its  liabilities.  When  the  bank  discounts  a  note  for 
a  borrower,  and  pays  the  proceeds  to  him  in  the  form  of  its 
notes,  those  notes  are  based  on  the  general  assets  of  the  bank, 
including,  of  course,  the  commercial  paper  acquired  by  the  bank 
in  the  transaction.  The  notes  of  the  Bank  of  France  have 
always  enjoyed  the  highest  possible  credit,  and  were  but  slightly 
depreciated  even  during  the  years  about  the  time  of  the  Franco- 
Prussian  war,  when  specie  payments  were  suspended.  The  credit 
and  solvency  of  the  bank  have  always  been  unquestioned.* 

'The  system  of  deposit-accounts  has  not  been  much  developed  in  France.  Con- 
sequently, except  for  the  large  substratum  of  gold  and  silver  coin  in  general  use,  the 
medium  of  exchange  furnished  by  the  Bank  of  France  consists  almost  wholly  of  notes. 
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179.  In  Belgium  and  the  Netherlands,  the  principle  of  bas- 
ing bank-issues  on  ordinary  commercial  paper  has  been  fol- 
lowed, and  has  resulted  in  a  perfectly  safe  currency.  In  Bel- 
gium the  national  bank  is  forbidden  to  loan  on  mortgages  or 
industrial  stocks,  or  to  take  part  in  industrial  enterprises.  In 
this  way  its  assets  are  confined  very  largely  to  legitimate  com- 
mercial discounts.  No  portion  of  the  assets  is  set  apart  for  the 
note-holders,  as  distinguished  from  the  other  creditors  of  the 
bank.  The  only  restriction  upon  its  power  to  issue  notes  is  the 
requirement  that  it  hold  specie  to  an  amount  equal  to  one-third 
of  its  outstanding  notes  and  other  demand  liabilities;  but  in 

The  condition  of  Uie  bank  on  January  6,  1898,  is  shown  in  the  following  state- 
ment, which  for  convenience  in  comparison,  has  been  thrown  into  a  form  similar  to 
the  usual  national  bank  statement : 

CONDITION  OF  THE  BANK  OF  FRANCE  JANUARY  6,  1 898. 

(Reduced  from  frmcs  on  the  basis  sfr. »  $1.) 

ASSETS. 

Loans  and  discounts, ^192,684,735 

Loans  on  collateral, 81,683,210 

Government  bonds  and  loans  to  government,          ...  78,521,522 

Real  estate  and  banking  offices,  fixtures,  etc.,     .        .        -  3,712,496 

Cash  Reserves : 

Gold, 1388,185,711 

Silver, -  241,325,284 

$629,510,995 

Other  assets,    - 11,534,310 

$997,647,268 

LIABILITIES. 

Capital, $36,500,000 

Surplus  and  undivided  profits, 8,503,101 

Notes  in  circulation, 772,525,430 

Government  deposits, 54f8i 3,790 

Other  deposits  at  Paris,  ....        $94t334f529 

Other  deposits  at  branches,        ....      13,748,495 

$108,083,024 

Other  liabilities, 17,221,923 

$997,647,268 

The  habits  of  the  people  being  what  they  are  in  regard  to  using  notes  rather  than 
deposit-accounts,  the  bank  is  obliged  to  conform  its  action  to  the  requirements  of  its 
constituents — which  explains  the  predominance  in  its  account  of  note-issues  over 
deposits.  For  this  reason  France  furnishes  the  type  of  a  bank  and  a  constituency 
nearly  like  that  of  the  country  banks  and  communities  in  the  United  States,  where 
notes  are  demanded,  and  deposit-accounts  are  little  used. 
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emergencies  even  this  requirement  may  be  suspended  by  the  gov- 
ernment. The  circulation  amounts  usually  to  about  $90,000,000 
(450,000,000  francs),  and  is  redeemable  in  coin  on  demand. 
The  Bank  of  the  Netherlands  issues  notes  upon  very  similar 
conditions,  although  a  metallic  reserve  of  40  per  cent,  of  the 
notes  and  deposits  must  be  held.  Otherwise  there  is  no  limit  to 
the  issues ;  and,  if  there  is  at  any  time  a  demand  for  additional 
currency,  the  bank  is  able  to  supply  it  at  once — the  notes  being 
based,  like  all  the  other  liabilities  of  the  bank,  on  its  general 
assets.     The  notes  are  redeemable  in  gold. 

180.  In  each  of  the  Scandinavian  countries,  Norway,  Sweden, 
and  Denmark,  there  is  a  state  bank,  permitted  to  issue  notes 
without  any  special  investment  in,  or  deposit  of,  securities.  The 
amount  of  such  notes  is  limited  in  the  first  place  to  a  fixed 
amount  ($6,430,000  in  Norway,  $12,060,000  in  Sweden,  and 
$8,040,000  in  Denmark).  Beyond  these  limits,  notes  may  be 
issued  equal  in  amount  to  the  reserve  maintained  ;  and  the  banks 
of  Norway  and  Sweden  are  permitted  to  count  foreign  balances 
as  a  part  of  their  reserves.  In  each  system  a  definite  specie 
reserve  against  liabilities  is  also  prescribed.'  The  banks  are 
thus  free  to  increase  the  volume  of  notes  with  any  increased 
demand,  and  the  result  is  an  adequate  and  elastic  note  circula- 
tion, redeemable  on  demand  in  gold. 

181  •  The  notes  issued  by  the  banks  of  Germany  and  Aus- 

'  In  Sweden  there  are  also  twenty-seven  smaller  banks  of  issue.  These  banks, 
are  free  to  issue  notes  without  the  deposit  of  any  special  security,  to  the  ampunt  of  the 
total  credits  due  them  (but  not  exceeding  one-half  the  capital)  plus  the  metallic 
reserve  held  in  excess  of  10  per  cent,  of  the  capital.  If  they  wish  to  issue  notes 
beyond  this  amount  they  must  invest  a  portion  or  all  of  their  capital  and  surplus  in 
mortgages,  and  deposit  them  with  government  officials.  This  is  one  of  the  few 
instances  in  which  the  principle  of  note-issue  against  general  assets  has  been  par- 
ially  abandoned  in  Europe. 

In  Switzerland  also  the  system  of  issuing  notes  upon  commercial  paper  as  well  as 
other  assets,  has  been  combined  with  an  effort  to  protect  the  note-holder.  Forty  per 
cent,  of  the  circulation  must  always  be  covered  by  a  coin  reserve.  The  remaining  60 
per  cent,  of  the  notes  are  covered  by  the  deposit  of  any  good  assets,  including  com- 
mercial paper.  The  system  is  thus  similar  to  that  of  other  continental  countries  in 
that  it  permits  the  issue  of  notes  based  upon  general  cotnmercial  assets,  but  differs 
from  any  other  in  requiring  that  those  assets  shall  be  set  aside  for  the  protection  of 
the  note-holder. 
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tria-Hungary  are  similarly  based  upon  the  general  assets  of 
the  banks,  and  have  no  prior  claim  over  depositors  or  other 
creditors.  The  banks  of  Germany  (the  Imperial  Bank,  and 
eight  independent  banks)  are  allowed  to  issue  notes  to  the 
amount  of  {92,000,000  (385,000,000  marks)  against  their  gen- 
eral commercial  assets,  and,  beyond  this,  to  the  amount  of  the 
cash '  held  by  them.  They  report  these  items  four  times  a 
month,  and  if  for  any  bank  the  uncovered  note-issue  exceeds 
the  authorized  amount,  the  bank  is  subject  to  a  tax  upon  the 
excess  at  the  rate  of  5  per  cent,  per  annum.  To  this  is  added 
a  provision  that  the  cash  reserve  held,  exclusive  of  the  notes  of 
other  banks,  shall  always  be  equal  to  at  least  one-third  of  the 
circulation  issued,  and  that  the  notes  not  thus  covered  by  cash 
shall  be  covered  by  discounted  bills  running  not  longer  than 
three  months  and  protected  usually  by  three,  never  less  than 
two,  endorsements — that  is  to  say,  by  ordinary  quick  commercial 
paper.  The  banks  are  thus  enabled  to  furnish  a  bank  currency 
which  is  ample  in  volume  and  of  great  elasticity,  and  of  unques- 
tioned security.  So,  too,  in  the  Austro-Hungarian  Bank,  the 
notes  are  based  with  all  other  liabilities  on  the  general  resources 
of  the  institution.  Notes  may  be  issued,  as  in  Germany,  to  the 
amount  of  gold  and  silver  coin  and  bullion  held  ;  also,  addi- 
tional notes  to  the  amount  of  f  80,000,000  (200,000,000  florins) 
beyond  such  metallic  reserve ;  and  notes  may  be  issued  even 
beyond  this  limit  on  payment  of  a  tax  of  5  per  cent,  per 
annum.  The  reserves  of  coin  and  gold  bullion,  however,  must 
never  fall  below  40  per  cent,  of  the  note  circulation. 

i82.  One  of  the  best  examples  of  the  free  issue  of  notes 
upon  commercial  paper  at  the  present  time  is  found  in  Scotland.* 

>  They  are  permitted  to  count  as  "  cash  "  for  this  purpose  Imperial  treasury  notes, 
notes  of  other  banks,  German  coin,  and  gold  in  bullion  or  foreign  coin  at  a  specified 
rate. 

m 

"  The  note-issues  of  the  Bank  of  England  are  not  here  discussed,  because  they 
do  not  furnish  an  instance  of  bank  issues  in  the  proper  sense ;  they  are  in  no  way  a 
credit  currency ;  they  are,  of  course,  notes  not  based  on  general  assets,  but  they  are 
also  not  notes  secured  by  the  deposit  of  a  special  portion  of  bank  assets,  because  the 
Issue  Department  is  entirely  separated  from  the  Bank  Department,  and  hence  the  Issue 
Department  acts  as  a  quasi-public  institution  for  the  issue  of  notes  on  a  stratum  of 
£16,800,000  of  government  bonds  at  the  bottom,  and  on  gold  for  each  additional  note 
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The  Scotch  banking  system  was  originally  perfectly  free  and 
subject  to  no  restrictions  whatever  either  regarding  the  quantity 
of  notes  or  the  adoption  of  any  special  means  to  secure  their 
ultimate  payment.  Although  an  upper  limit  to  the  amount  of 
the  '^uncovered"  circulation  was  set  by  law  in  1845,  ^^^  issue 
of  notes  continued  with  this  exception,  unrestricted,  the  limit  set 
being  the  average  circulation  outstanding  during  the  year  pre- 
ceding the  passage  of  the  act — -^^3, 087, 209,  plus  the  amount  of 
coin  held.  Owing,  however,  to  the  subsequent  failure  of  two 
of  the  existing  banking  institutions  and  the  consequent  lapse  of 
their  circulation,  this  limit  was  lowered  to  ;£^2,676,350  (this  of 
course,  being  in  addition  to  notes  representing  gold  and  silver 
actually  held)  where  it  now  stands.  Thus  for  the  month  ending 
October  30,  1897,  the  average  circulation  outstanding  amounted 
to  ;^7,445,i42 — the  specie  held  being  ;£^5,972,809.  With  this 
amount  of  specie,  their  limit  of  circulation  was  ;^8,649,I59.  In 
other  words,  if  there  were  a  demand  for  additional  currency,  the 
banks  would  be  perfectly  free  to  expand  their  note  issues  ;^  1,204, - 
017  without  securing  additional  coin  reserve,  and  of  course  with- 
out the  necessity  of  investing  in  any  particular  securities.  Fail- 
ures under  the  Scotch  system  have  been  few,  only  two  having 
occurred  since  1845.  I"  neither  case  was  there  any  loss  to 
creditors.  And  though  the  notes  had  no  preference  over  other 
liabilities  of  the  banks,  they  were  readily  accepted  by  the  other 
banks  at  par,  because  of  the  certainty  of  their  ultimate  pay- 
ment— the  liability  of  the  stockholders  being  unlimited.  The 
Scotch  banking  system  has  been  of  immense  assistance  in  devel- 
oping industry  by  providing  an  elastic  note  currency  and  render- 
ing possible  many  small  industrial  operations  which  would  other- 
wise have  been  out  of  the  question,  and  has  also  familiarized  the 
population  with  banking  operations  through  the  wide  distribution 
of  its  numerous  branches. 

The  notes  of  the  six  banks  of  issue  in   Ireland  are  secured 
by  their  general  resources,  without  preference  of  noteholders  over 

issued.  In  England  the  notes  of  the  joint -stock  banks  are,  however,  based  on  their 
general  assets ;  but,  as  is  well  known,  the  aroount  of  these  issues  is  insignificant  and 
mast  remain  so. 
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Other  creditors  and  are  limited  in  amount  in  the  same  way  as  the 
notes  of  the  Scotch  banks. 

183*  The  banking  system  which  presents  the  closest  analogy 
to  that  proposed  by  the  Monetary  Commission  is  the  Canadian. 
In  the  instances  of  notes  issued  against  general  assets  already 
cited,  the  monopoly  feature  predominates.  But  in  the  Canadian 
banks  is  found  a  more  or  less  competitive  system.  The  banks 
of  the  Canadian  system  are  thirty-eight  in  number,  and  are,  it  is 
true,  chartered  and  not  free  banks.  Still,  as  a  matter  of  fact, 
banking  with  the  right  of  note-issue  is  not  really  a  monopoly, 
since  permission  to  engage  in  the  business  can  easily  be  obtained 
by  any  group  of  persons  raising  the  requisite  capital  of  f  500,000. 

The  most  distinctive  feature  of  the  Canadian  banking  sys- 
tem, is  the  method  of  note-issue,  which,  within  the  limit  of  100 
per  cent,  of  capital,  leaves  the  issue  of  notes  entirely  free.  The 
provisions  for  the  security  of  the  note-holders  include  liability  of 
shareholders  for  a  sum  equal  to  stock  held,  first  lien  of  note- 
holders upon  the  assets  of  failed  banks,  the  "  Bank  Circulation 
Redemption  Fund,"  and  the  payment  of  6  per  cent,  interest 
upon  the  notes  of  failed  banks  from  the  date  of  refusal  to 
redeem  to  the  time  when  readiness  to  redeem  is  announced. 

The  double  liability  of  shareholders  and  the  first  lien  of 
note-holders  upon  the  assets  of  failed  banks,  are  familiar  provi- 
sions. Down  to  1880,  in  Canada,  note-holders  stood  upon  equal 
terms  with  depositors  so  far  as  the  lien  upon  the  assets  of  failed 
banks  was  concerned.  It,  therefore,  several  times  occurred  in 
cases  of  failure  that  the  notes  of  failed  banks  sank  below  par, 
sometimes  considerably,  because  the  assets  were  not  sufficient  to 
meet  both  the  total  note  and  deposit  liabilities,  though  they 
would  have  been  more  than  enough  to  cover  the  notes.  The 
Bank  Act  of  1880,  therefore,  provided  that  the  note-holder 
should  be  given  a  prior  lien  over  the  depositor.  Double  liability 
of  shareholders  is  of  much  longer  standing,  going  back  to  1834 
in  Ontario  and  to  1841  in  Quebec. 

The  Bank  Circulation  Redemption  Fund  dates  only  from 
1890,  and  was  intended  as  a  provision  supplemental  to  that 
granting  the  note-holder  a  prior  lien  upon  the  assets.     That  the 
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provision  was  suggested  by  the  banks  themselves  indicates 
that  they  did  not  consider  it  as  a  serious  burden  to  them.  Inas- 
much as  the  total  assets  of  each  bank  were  from  four  to  ten 
times  its  note-obligations,  it  was  thought  that  the  ultimate  secur- 
ity of  the  notes  was  amply  provided  for ;  and  the  object  of  the 
fund  was  merely  to  insure  the  prompt  payment  of  the  notes  in 
case  of  delay  at  the  hands  of  the  liquidator.  Freedom  from 
even  temporary  depreciation  has  also  been  sought  in  the  provi- 
sion that  the  notes  draw  interest  at  6  per  cent,  from  the  date 
when  payment  should  be  suspended.  They  thus  become  a 
desirable  investment  and  are  gladly  held  by  the  other  banks  for 
the  interest  they  bear. 

The  banks  have  been  left  free  to  establish  branches  should 
they  choose  to  do  so.  The  result  has  been  that,  with  the 
advantages  given  by  the  freedom  of  note-issue,  a  network  of 
branches  has  been  developed,  which  carries  the  most  ample 
banking  facilities  to  every  part  of  the  Dominion,  and  so  equal- 
izes the  rate  of  interest  that  the  farmer  or  other  borrower  in  the 
far  West  can  obtain  loans  at  practically  the  same  rate  of  interest 
as  the  borrower  with  equal  security  in  the  older  provinces. 

The  system  thus  established  has  had  an  eminently  successful 
career  since  1880,  and  has  furnished  a  highly  elastic  note-circula- 
tion contracting  and  expanding  very  readily  in  accord  with 
varying  business  demands.  There  has,  however,  been  no  ten- 
dency to  inflation.  The  volume  of  the  notes  has  seldom  much 
exceeded  65  per  cent,  of  the  aggregate  capital  stock  of  the 
banks,  notwithstanding  the  limit  is  the  par  of  the  capital.  Any 
excess  of  notes  above  the  needs  of  business  has  been  promptly 
retired  through  the  operation  of  the  system  of  redemption  else- 
where described.* 

Even  if  the  earlier  history  of  the  system,  before  its  distinc- 
tive provisions  had  been  fully  developed,  be  considered,  the 
record  is  highly  favorable.  Since  1867  the  total  losses  to  the 
creditors  of  the  banks  have  aggregated  but  {2,000,000,  or  about 
S72,ooo  per  annum,  representing  a  loss  of  only  about  ti  on  every 
£3000  of  the  average  liabilities.     Since  1880,  there  have  been 

■See  pages  328-330. 
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eight  failures,  and  in  every  case  assets  have  been  sufficient  to 
pay  the  note-holder  in  full ;  so  that  since  the  notes  were  made  a 
first  charge  on  the  assets,  notwithstanding  the  fact  that  several 
of  the  failures  were  due  to  gross  mismanagement  and  fraud, 
there  has  been  no  loss  whatever  to  note-holders;  nor  would 
there  have  been  any  loss  to  fall  on  the  other  banks  of  the  sys- 
tem through  the  guaranty  fund. 

EARLY   BANK    ISSUES    IN   THE    WEST   AND   SOUTH. 

184.  Public  attention  of  late  years  has  been  so  directed  to  the 
bond-^security  feature  of  the  national  banking  system,  that  our 
earlier  experience  with  bank  notes  based  upon  general  assets  has 
either  been  entirely  ignored  or  has  been  set  aside  as  a  disastrous 
experiment.  A  brief  examination  of  that  experience,  however, 
may  serve  to  show  to  what  extent  a  desirable  bank  currency  was 
actually  furnished  under  a  system  of  issue  on  general  assets,  and 
to  what  defects  its  failure  was  due  in  those  instances  where  it 
did  not  furnish  a  satisfactory  currency.  The  experience  was 
extensive.  Prior  to  the  passage  of  the  New  York  *'  Free  Bank- 
ing" law  in  1838  all  note-issues  were  based  on  general  assets, 
and  between  1838  and  1865,  while  both  the  bond-security  and 
general-asset  systems  were  in  operation  in  this  country,  side  by 
side,  it  is  probably  true  that  the  notes  most  eminently  satisfac- 
tory were  those  based  on  general  commercial  assets. 

The  history  of  banking  in  the  United  States  prior  to  the 
Civil  War  may  be  roughly  divided  into  two  general  periods :  one 
ending  just  prior  to  1840,  the  second  extending  from  that  time 
to  the  establishment  of  the  national  banking  system.  The 
earlier  period  was  generally  characterized  by  loose  methods  due 
to  inexperience  and  ignorance  of  banking  principles.  In  some 
portions  of  the  country  however,  changes  for  the  better  had, 
begun  to  be  made  even  during  the  latter  part  of  this  first 
period.  The  establishment  of  the  Suffolk  Bank  system  in  New 
England,  and  the  Safety  Fund  banks  in  New  York  during  the 
latter  half  of  the  decade  1 820-1 830,  marked  a  new  era  in  the 
history  of  American  banking,  but  outside  the  Eastern  and  North- 
ern states  an  unsettled  condition  of  things  prevailed  until  con- 
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siderably  later.  The  lesson  of  the  experience  of  these  more 
favored  portions  of  the  country  could  not  be  learned  by  the 
other  states  until  the  operation  of  the  newer  and  sounder  sys- 
tems of  banking  could  be  observed  and  the  evil  effects  of  the 
looser  methods  had  been  fully  felt.  Hence,  it  was  not  until 
after  1837  ^^at  the  country  as  a  whole  began  to  place  its  bank- 
ing system  upon  a  sounder  basis.  It  was  not  until  that  date  that 
the  safety  fund  and  bond-security  systems  became  fully  devel- 
oped in  New  York.  Some  time  too  was  required  to  make  the 
Suffolk  system  effective.  An  explanation  of  the  weakness  and 
unsoundness  of  the  earlier  banks  seems  to  be  possible.  Nearly 
all  of  their  faults  were  due  to  the  inexperience  or  dishonesty  of 
the  founders. 

185.  One  very  important  source  of  weakness  in  the  earlier 
period  lay  in  the  ownership  of  the  various  institutions.  The 
stock  was  frequently  owned  by  the  state  alone,  or,  at  best, 
belonged  only  in  part  to  private  individuals.  Thus  during  the 
period  from  the  opening  of  the  century  to  1837,  Mississippi, 
Kentucky,  Alabama,  Louisiana,  and  Georgia  established  banks  in 
which  the  state  owned  from  one-fifth  to  one-half  of  the  total 
stock.  South  Carolina,  Tennessee,  and  Arkansas,  established 
institutions  owned  by  themselves  exclusively.  In  nearly  all  of 
these  cases,  however,  ownership  by  the  state  turned  out  disas- 
trously. Thus,  in  the  case  of  Kentucky,  the  state  bank  had  not 
been  long  in  existence  before  it  was  forced  to  enter  into  a  spe- 
cies of  mutual  debt-responsibility  with  the  state,  and  it  was  never 
able  to  overcome  the  evils  resulting  from  this  relationship.  In 
Alabama,  the  bank  in  which  the  state  was  interested  came  to 
its  end  with  considerable  political  scandal  and  with  a  dead  loss 
to  the  state  of  several  millions.  Much  the  same  was  true  in 
Mississippi,  although  here,  as  in  Alabama,  the  difficulty  arose 
from  defective,  rather  than  from  excessive,  control  by  the  state. 
In  Tennessee  a  state  bank  chartered  as  early  as  1820  was  obliged 
to  close  in  1832  because  of  irregularities  and  over-drafts,  due  to 
the  conduct  of  persons  in  high  authority  in  the  state. 

186.  The   custom   of   founding   banks    with  an  insufficient 
capital  was  a  prime  cause  of  failure.     States  which  coi\tributed 
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to  the  capital  stock  of  a  bank  usually  did  so  by  the  issue  of 
bonds  which  might  or  might  not  be  salable,  or  merely  by  the 
pledge  of  the  state's  **  credit."  Illinois,  for  instance,  in  1821 
chartered  the  State  Bank  of  Illinois  with  a  capital  of  {500,000, 
entirely  based  upon  the  credit  of  the  state.  No  capital  was  ever 
actually  invested,  and  the  bank  eventually  failed.  The  Bank  of 
the  State  of  South  Carolina,  chartered  in  18 12,  was  owned  by 
the  State  and  had  almost  no  capital  whatever. 

This  inadequacy  of  capital  was  admittedly  the  cause  of  failure 
in  numerous  instances  where  the  state  subscribed  a  large  portion 
of  the  capital  directly.  In  the  case  of  the  "property  banks  "  of 
some  of  the  Southern  States — Louisiana,  Florida,  Mississippi — 
the  capital  was  not  paid  in  at  all,  being  merely  represented  by 
mortgages  on  the  property  of  the  subscribers,  while  the  only 
actual  funds  provided  were  obtained  by  the  sale  of  bonds  issued 
by  the  state.  In  case  the  bonds  were  held  in  the  vaults  of  the 
bank  they  yielded  no  immediate  returns  and  practically  fur- 
nished no  capital  at  all. 

The  charter  of  the  Union  Bank  of  Louisiana,  dated  1832, 
provided  for  a  nominal  capital  of  {7,000,000,  but  went  so  far 
as  even  to  specify  that  none  of  this  capital  need  be  paid  in. 
Subscriptions  to  capital  stock  were  to  be  covered  merely  by 
the  giving  of  a  mortgage  on  real  estate  for  the  amount  of 
the  subscription,  while  the  actual  funds  of  the  bank  were 
provided  by  an  issue  of  {7,000,000  in  bonds  by  the  State. 
Similar  institutions  were  chartered  in  Florida,  Louisiana,  and 
Arkansas  in  1833  ^^^  1837  respectively.  All  of  these  banks 
issued  notes  which  speedily  depreciated,  and  all  finally  failed, 
with  heavy  losses  to  creditors. 

In  the  case  of  the  founding  of  a  bank  by  private  individ- 
uals, the  means  of  obtaining  the  capital  were  somewhat  different, 
but  the  outcome  was  substantially  the  same.  In  organizing  a 
bank  the  first  step  usually  taken  was  to  secure  a  charter  from  the 
state  legislature.  This  might  then  **  form  the  basis  of  a  specu- 
lation in  shares,'' '  or  might  be  sold  by  those  who  had  obtained 
it  to  persons  desirous  of  carrying  on  a  bank.     Notes  were  ordi- 

*  White,  Money  and  Banking ^  p.  361. 
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narily  issued  as  soon  as  5  or  10  per  cent,  of  the  capital  of  the 
bank  had  been  paid  in.  The  bank  was  then  ready  to  begin 
business,  and  ordinarily  began  at  once  to  discount  the  paper  of 
the  business  public.  When  the  subsequent  installments  of  the 
subscription  became  due,  the  bank  was  usually  ready  to  advance 
the  amount  of  the  installments  on  the  basis  of  the  stockholder's 
promissory  notes,  issuing  its  own  notes  to  them  and  receiving 
them  back  in  liquidation  of  the  installments  due.  The  capital 
was  thus  fictitious  and  the  whole  operation  was  illegitimate 
Moreover,  public  opinion  was  generally  against  demanding  rigid 
redemption  of  notes  in  specie. 

187.  The  feature  of  the  earlier  banks,  which  was  probably 
the  most  destructive  to  them,  was  their  use  as  auxiliaries  in  all 
sorts  of  speculations.  The  banks  were  not  regarded  as  regular 
institutions  founded  for  the  sole  purpose  of  furnishing  loanable 
capital  to  persons  of  unquestioned  credit.  This  speculative  use 
of  the  banks  was  not  so  marked  in  the  case  of  the  state-owned 
institutions  as  in  that  of  private  corporations,  but  the  former 
frequently  lent  their  assistance  in  operations  of  a  doubtful 
character.  Thus,  in  1837,  ^^  extended  scheme  of  internal 
improvements  in  Illinois  led  to  the  increase  of  the  capitals  of 
the  two  state  banks  by  1 1,000,000  and  $2,000,000  respectively. 
A  state  loan  of  $3,000,000  to  pay  for  the  new  stock  was  author- 
ized, but  the  bonds  could  not  be  sold  for  par,  and  had  to  be  taken 
by  the  banks  themselves  in  payment  of  the  installments  of  the 
stock.  Private  banks  sprang  up  in  immense  numbers  wher- 
ever there  was  a  doubtful  speculation  to  be  carried  on.  Those 
who  had  no  capital  sought  to  acquire  it  by  starting  a  bank  and 
utilizing  its  "  credit."  Many  who  could  not  obtain  loans  at  rep- 
utable banks  were  among  those  who  established  new  institu- 
tions. 

188.  As  already  mentioned,  there  were  usually  no  special 
provisions  for  the  protection  of  the  note-holder,  nor  were  there 
any  regulations  regarding  examinations,  reports,  and  the  like — 
even  the  amount  of  the  notes  to  be  issued  being  seldom  restricted. 
Many  of  the  banks  issued  notes  to  several  times  the  amount  of 
their  capitals.   Thus  the  Bank  of  the  State  of  Alabama  was  char- 
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tered  by  the  act  of  1823  to  issue  notes  **  in  such  sums  as  the  presi- 
dent and  directors  might  deem  most  expedient  and  safe/'  the  only 
restriction  being  that  no  notes  of  denominations  less  than  Si 
should  be  issued.  Even  this  restriction  did  not  long  continue, 
and  notes  for  t%  cents  and  \2%  cents,  25,  50,  and  75  cents, 
redeemable  only  when  presented  in  sums  of  S5,  made  their 
appearance.  The  Bank  of  North  Carolina  issued  notes  to  twelve 
times  its  specie  on  hand. 

The  earlier  bank  charters  in  the  South  and  West  seldom  con- 
tained any  provisions  for  the  additional  liability  of  stockholders 
or  other  protection  of  note-holders.  Bank  officers  and  directors 
were  given  no  special  degree  of  responsibility,  either  personal 
or  financial.  From  this  omission  it  resulted  that  losses  due  to  the 
failure  of  banks  fell  entirely  upon  creditors,  while  the  irrespon- 
sibility of  those  in  charge  usually  prevented  penalties  from 
being  imposed  upon  those  to  whom  they  belonged. 

189.  There  was,  moreover,  no  uniformity  of  regulations 
among  the  several  states.  The  issue  of  a  certain  sort  and 
denomination  of  notes  might  be  prohibited  in  one  state,  but 
this  was  of  little  avail,  because  the  restrictions  might  not  exist 
in  a  border  state,  so  that  the  depreciated  and  insecure  cur- 
rency of  the  one  circulated  throughout  the  territory  of  both. 
Pennsylvania,  for  example,  prohibited  the  issue  of  bank-notes 
smaller  than  $5  after  October  1817,  but  did  not  prohibit  the 
use  of  such  money  if  issued  by  banks  in  other  states.  This 
resulted  in  an  immediate  influx  of  the  small  notes  of  neighbor- 
ing states,  so  that  conditions  were  the  same  as  before. 

190.  In  addition  to  this,  the  business  conditions  of  the  times 
were  such  as  to  increase  opportunities  for  expansion.  The 
population  being  comparatively  small  and  not  dense,  there  was 
practically  no  field  for  the  development  of  a  deposit-system  or 
for  the  use  of  checks.  The  issue  of  notes  was  the  almost  uni- 
versal method  of  making  loans  to  borrowers.  Inasmuch  as 
there  was  an  entire  absence  of  provision  for  redemption  at 
places,  other  than  that  where  the  bank  was  located,  there  was 
constant  danger  of  over-issue  and  expansion.  The  notes  were 
likely  to  remain  out  longer  than  they  should,  and  this  tended  to 
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encourage  the  bank  to  issue  more  than  it  could  redeem.  All 
of  this  gave  to  banking  in  the  West  and  South  an  irresponsible 
character. 

191.  The  most  important  cause  of  weakness  existing  in  the 
case  of  almost  all  banks  of  the  period,  whether  state-owned  or  not, 
was  the  lack  of  a  proper  redemption  system.  To  secure  adequate 
redemption  was  always  difficult,  and  the  conditions  of  transpor- 
tation and  communication  were  such  as  to  make  the  enforce- 
ment of  such  a  system  upon  banks  which  were  attempting  to 
evade  it  practically  impossible.  This  state  of  affairs  was  aggra- 
vated by  the  fact,  already  mentioned,  that  during  the  early  bank- 
ing period  under  discussion  the  note  was  almost  the  only  form  of 
immediate  bank  liability.  For  agricultural  communities  like  the 
American  states  during  their  first  period  of  development  the  check 
and  deposit  system  could  not  have  been  introduced.  This  is  the 
reason  why  most  of  the  outstanding  demand  liabilities  of  a  bank 
were  necessarily  in  the  form  of  notes  and  thus,  if  the  notes  were 
not  kept  constantly  subject  to  redemption,  there  was  danger  of 
an  over-expansion  of  loans  even  by  banks  which  were  honestly 
managed.  The  means  resorted  to  in  order  to  keep  the  notes  in 
circulation  as  long  as  possible  were  often  entirely  illegitimate, 
such,  for  instance,  as  the  establishment  of  the  bank  in  an  inac- 
cessible spot,  so  that  it  would  not  be  easy  to  send  the  notes  home 
for  redemption. 

The  methods  of  redemption  too  were  rendered  worse  by  the 
universal  failure  to  comprehend  the  importance  of  the  distinc- 
tion between  immediate  and  ultimate  redemption.  Many  banks 
issued  notes  upon  the  basis  of  land  and  unsalable  property  of 
various  sorts,  and  had  but  little  or  no  means  for  the  current 
redemption  of  their  notes  in  coin.  In  the  case  of  the  **  property 
banks"  of  Louisiana  and  the  states  before  referred  to,  it  was 
considered  legitimate  to  invest  all  the  capital  in  real  estate  securi- 
ties, which  could  not  be  realized  upon  in  specie  when  needed  for 
immediate  redemption  of  notes. 

Closely  analogous  to  the  attempts  to  avoid  real  redemption, 
by  making  it  impracticable  to  present  the  notes,  were  the  agree- 
ments entered  into  between  banks  not  to  present  one  another's 
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notes  for  specie.  It  is  clear  what  the  outcome  would  be  when 
redemption  was  thus  evaded.  The  notes,  no  longer  likely  to  be 
presented  in  considerable  quantities,  since  they  would  accumu- 
late to  large  amounts  only  in  banks,  could  by  virtue  of  such 
agreements  be  issued  practically  without  limit  by  the  various  insti- 
tutions. An  instance  in  point  was  that  of  the  Bank  of  Kentucky. 
In  181 7  the  legislature  of  the  state  legalized  an  agreement 
between  the  parent  bank  and  its  branches,  by  which  none  was  to 
be  bound  to  receive  the  notes  of  any  of  the  others.  This  was  at  a 
time  when  the  bank  was  closely  connected  with  the  state  in  its 
financial  affairs,  so  that  it  seemed  as  if  citizens  of  the  state  were 
forced  to  accept  the  notes  of  an  institution  which  was  unwilling 
to  receive  them  back.  In  18 19  three  of  the  principal  banks  of 
North  Carolina  entered  into  an  agreement  not  to  pay  specie  for 
their  notes.  In  order  to  avoid  the  payment  of  specie  the  State 
Bank  of  North  Carolina  required  every  individual  presenting 
notes  to  take  an  oath  that  he  was  not  a  broker. 

This  system  enabled  banks  to  expand  their  notes  easily,  but 
it  fell  short  of  the  essential  of  sound  currency,  a  rapid  and  cer- 
tain redemption.  In  this  respect  the  South  and  West  lacked  the 
influence  of  what  had  been  of  such  advantage  to  the  New  Eng- 
land banks.  In  the  latter,  the  Suffolk  Bank  system  forced  a 
redemption  through  the  whole  trade  region  tributary  to  Boston ; 
in  the  former  region,  the  second  United  States  Bank  in  its 
attempts  to  enforce  redemption  of  state  bank  notes  met  the  same 
hostility  that  first  appeared  against  the  Suffolk  Bank  system,  but, 
unfortunately,the  United  States  Bank  had  no  commercial  or  legal 
authority  to  secure  redemption  in  specie  against  an  opposing 
public  opinion.  The  politicians  took  advantage  of  this  hostility 
caused  by  the  Bank's  efforts  to  secure  redemption  of  the  notes 
of  local  banks ;  and  when  the  fight  went  against  the  Bank  it  was 
a  virtual  defeat  for  the'^redemption  of  state- bank  notes,  and  in 
the  end  reacted  upon  the  community,  which  thereby  suffered 
from  a  bad  currency. 

192.  The  beginning  of  the  change  from  the  defective  methods 
of  this  early  speculative  period  in  Southern  and  Southwestern 
banking  to  sounder  and  more  satisfactory  methods  occurred  in 
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most  of  the  states  at  about  the  same  time,  namely,  during  the 
years  from  about  1837  to  1840.  This  advance  was  due  to  several 
causes.  All  through  the  earlier  period  just  surveyed,  the  weak 
and  irresponsible  banks  had  done  far  less  damage  than  they 
might,  had  there  been  no  strong  institution  like  the  Bank  of  the 
United  States  to  maintain  some  order  in  the  currency.  This  insti- 
tution had  provided  a  circulation  of  known  soundness,  and,  wher- 
ever its  branches  were  located,  good  banking  facilities  also.  It, 
however,  came  to  an  end  at  the  expiration  of  its  charter  in  1836, 
owing  to  the  attack  upon  it  made  by  President  Jackson.  It  became 
necessary  to  have  sound  and  well-managed  institutions  of  some 
sort  to  fill  the  place  of  the  Bank  of  the  United  States.  The  crisis 
of  1837  showed  the  weakness  of  many  of  the  banks,  and,  by 
destroying  some  of  them,  cleared  the  ground  for  sounder  insti- 
tutions. Besides  this,  the  speculative  period  itself  drew  to  a 
close  with  the  crisis  of  1837-1839,  and  there  began  to  be  clearer 
ideas  of  the  nature  of  banking,  while  a  developing  business 
demanded  that  financial  institutions  should  be  put  upon  a  stable 
basis. 

As  has  been  seen,  the  issue  of  notes  during  this  period  had 
taken  place  under  no  special  restrictions.  Also,  as  has  been 
before  remarked,  the  early  systems  of  banking  had  been  based 
upon  general  commercial  assets  which  had  been  the  only  security 
for  the  notes.  This  fact  has  frequently  led  to  a  misunderstand- 
ing. It  has  sometimes  been  supposed  by  those  who  compared  the 
earlier  systems  with  the  national  banks  that  the  fact  that  the  note- 
holders had  no  other  security  than  the  general  assets  of  the  insti- 
tution was  somehow  the  cause  of  the  worthlessness  of  the  notes 
and  of  the  serious  losses  resulting  therefrom.  Had  the  assets 
been  good,  the  notes  issued  upon  and  secured  by  them  must  have 
been  equally  as  good.  The  same  would  be  true  of  notes  issued 
upon  bond  security.  Unless  the  bonds  were  of  high  character, 
the  notes  would  not  be  better  than  those  based  upon  doubtful 
commercial  paper.  It  is  not  a  bond-secured  system,  but  a  sys- 
tem secured  by  bonds  of  high  character  which  furnishes  a  safe 
currency.  And  in  the  same  way  the  goodness  of  notes  based 
upon  commercial  assets  depends  solely  upon  the  goodness  of 
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those  assets  themselves.  The  defective  character  of  the  earlier 
notes  was  thus  due  to  the  worthlessness  of  the  assets  of  the 
banks,  in  other  words,  to  the  injudicious  or  dishonest  manage- 
ment of  the  institutions.  As  has  been  pointed  out,  this  was 
owing  to  several  causes,  the  chief  of  which  were  troubles  con- 
nected with  state  ownership,  inadequate  or  fictitious  capitaliza- 
tion, lack  of  proper  redemption  systems,  and  the  generally 
defective  character  of  public  opinion  on  the  subject  of  banking. 

EVOLUTION  OF  SOUNDER  BANKING. 

The  fact  that  the  defects  of  the  early  banks  of  the  West  and 
South  lay  not  in  the  system  of  securing  the  notes,  but  in  the 
absence  of  proper  redemption  and  of  good  management,  is 
clearly  established  by  a  study  of  some  of  the  sound  state  banks 
carried  on  subsequent  to  1 837-1 839,  which  also  issued  notes 
against  general  assets.  An  examination  of  early  systems  of 
bond-secured  notes,  too,  will  fail  to  show  any  superiority  in 
this  method  of  issue. 

193.  One  of  the  earliest  of  the  sound  institutions  established 
at  this  time  was  the  State  Bank  of  Indiana  which  was  chartered 
in  1836,  for  twenty  years  with  a  capital  of  1 1,600,000,  and 
issued  notes  based  on  commercial  assets.  It  was  a  parent 
bank  with  ten  branches,  but  the  parent  bank  was  really  only 
a  board  of  control,  all  the  business  being  done  by  the  branches. 
It  was  thus  merely  a  system  of  banks  under  a  general  manage- 
ment. Although  it  began  business  at  a  very  critical  moment, 
just  prior  to  the  crisis  of  1837,  ^^  survived  and  became  one 
of  the  best  banks  of  the  country,  going  out  of  business  at 
the  expiration  of  its  charter  with  g^eat  credit.  Whatever  merits 
the  bank  possessed,  however,  were  due  not  so  much  to  any 
peculiar  method  of  securing  its  notes,  as  to  the  excellence  of 
its  management.  Although  the  bank  was  twice  forced  tempo- 
rarily to  suspend,  owing  to  the  suspension  of  the  other  banks  of 
the  country,  its  notes  were  never  over-issued  and  it  had  at  no 
time  a  less  sum  than  20  per  cent,  of  its  demand  liabilities  on 
hand  in  specie.  At  the  expiration  of  the  charter  a  considerable 
premium  was  returned   to  shareholders.     Loans  were   for   the 
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most  part  made  by  the  issue  of  notes,  such  deposits  as  it  held 
being  chiefly  mere  deposits  of  money  for  safe-keeping.  It  was 
a  pure  bank  of  issue  operating  in  a  community  where  industry 
was  chiefly  agricultural,  and  its  history  may  be  considered  as 
fairly  typical  of  what  the  banks  of  the  South  and  West  might 
be  under  a  banking  system  which  should  allow  the  issue  of  notes 
based  on  commercial  paper. 

194,  There  were  many  other  cases  of  successful  banks  issu- 
ing notes  based  on  general  assets.  In  Louisiana  the  evils  of 
previously  existing  systems  of  banking  led  at  last  to  the  passage 
of  the  sound  and  stringent  banking  act  of  1842,  the  main  pro- 
visions of  which  were  directed  to  securing  a  quick  redemption 
of  notes  based  on  the  general  resources  of  the  bank,  responsi- 
bility of  bank  ofiicers,  and  the  acceptance  only  of  live  com- 
mercial paper  as  a  basis  for  banking  operations.  Under  this  law 
some  degree  of  order  was  restored  to  the  banking  system  of 
the  state.  Louisiana  banks  thereafter  held  satisfactory  specie 
reserves,  and  carried  on  business  in  a  creditable  manner  until 
the  Civil  War. 

The  Bank  of  the  State  of  Missouri,  chartered  in  1837,  was 
the  only  bank  in  the  South  and  West .  which  did  not,  at  least 
temporarily,  suspend  specie  payments.  Its  notes  were  con- 
stantly redeemed  on  demand  in  specie,  and  it  continued  for 
many  years  to  furnish  a  satisfactory  currency.  As  late  as  1856 
this  institution  and  its  five  branches  were  the  only  incorporated 
banks  in  Missouri. 

Tennessee  chartered  the  Bank  of  Tennessee  in  183S,  and  it 
continued  to  transact  business  until  as  late  as  1866.  The  insti- 
tution did  not  have  a  very  prosperous  career  but  it  at  least  suc- 
ceeded in  paying  its  notes — the  most  important  part  of  its 
liabilities — in  full.  The  Bank  of  South  Carolina  was  re-char- 
tered in  1830  and  continued  to  transact  business  until  1871 
when  it  was  closed  by  the  legislature.  Another  sound  and  con- 
servatively managed  state  bank  was  the  State  Bank  of  Ken- 
tucky, which  was  chartered  in  1833,  ^"^  ^^^  ^  ^^^y  successful 
business  until  1877,  when  the  state  resigned  its  Interest  in  the 
institution. 
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The  State  Bank  of  Ohio  was  patterned  after  that  of  Indiana 
and  was  chartered  in  1845.  ^^  ^^^  ^  close  imitation  of  the 
Indiana  system  (which  was  essentially  that  of  the  United  States 
Bank)  and  was  practically  a  board  of  control  in  charge  of  a  sys- 
tem of  banks.  Each  branch  was  required  to  deposit  with  the 
Board  of  Control  10  per  cent,  of  the  amount  of  its  circulating 
notes,  either  in  specie  or  in  bonds  of  the  State  of  Ohio  or  of  the 
United  States,  as  a  safety  fund  for  the  protection  of  the  holders 
of  notes  of  any  or  all  the  branches.  The  Board  of  Control 
might  invest  any  money  belonging  to  the  safety  fund  in  the 
bonds  of  Ohio  or  of  the  United  States  or  in  mortgages  on  real 
estate  in  the  county  where  the  branch  was  situated,  worth  double 
the  amount  of  the  loan  exclusive  of  buildings  or  other  destructible 
property.  Each  branch  was  liable  for  the  circulating  notes,  but 
not  for  the  general  debts,  of  the  other  branches.  In  case  of  the 
failure  of  any  branch  to  redeem  its  notes,  the  Poard  of  Control 
was  to  make  an  assessment  pro  rata  on  the  other  branches,  and 
reimburse  them  as  soon  as  the  assets  in  the  safety  fund  could  be 
disposed  of.  The  safety  fund  was  then  to  be  reimbursed  out  of 
the  assets  of  the  failed  branch  before  any  other  creditors  were 
paid.  The  State  Bank  of  Ohio  had  thirty-six  branches  and  was 
highly  successful.*  There  were  sound  state  banks,  too,  after 
1837,  ^^  several  other  Western  and  Southern  states.  Wisconsin, 
for  instance  chartered  the  Wisconsin  Marine  and  Fire  Insurance 
Company  in  1838.  This  company  was  practically  a  bank  and 
did  a  successful  business. 

195.  The  important  point  to  be  noted  in  all  of  this  banking 
experience  before  and  after  1837,  ^s  that,  although  the  notes  were 
in  all  cases  based  on  general  commercial  assets,  there  was  a  great 
difference  in  the  results  obtained.  The  sound  banks  of  the 
Western  and  Southern  states  after  1837,  had  gained  something 
from  the  experience  of  the  earlier  institutions.  What  differences 
there  were  between  earlier  and  later  banking  lay  almost  wholly 
in  the  degree  of  ordinary  business  prudence  observed.  The 
enforcement  of  reasonable  redemption  requirements,  the  obliga- 
tion that  the  capital  on  which  business  was  done  be  a  bonafide^ 

'  See  White,  National  and  State  Banks, 
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and  not  a  fictitious  one,  and  that  money  be  loaned  only  where 
there  was  some  prospect  of  recovering  it,  were  not  peculiarities 
of  any  system  of  banking  but  were  merely  the  demands  made 
by  sound  business  policy. 

No  special  security  to  the  note-holder  was,  or  could  well  be, 
contrived,  because  of  the  circumstances  under  which  early  bank- 
ing was  carried  on.  The  only  safeguard  was  thus  the  kind  of 
management  in  control  of  the  business.  But  that  with  suit- 
able restrictions  and  regulations,  business  could  safely  be  done 
under  the  conditions  of  the  times  regardless  of  any  special 
security  to  note-holders  was  amply  proven  by  the  experience  of 
the  Southern  and  Western  states  subsequent  to  1840,  when  the 
speculative  period  had  finally  closed  and  the  dangers  of  spec- 
ulative banking  had  come  to  be  more  or  less  fully  understood. 

There  were,  of  course,  even  during  the  later  period  a  host 
of  small  and  weak  banks  which  in  some  states  introduced  great 
disorder  into  the  currency  by  the  issue  of  worthless  notes.  Many 
of  them  were  worse,  if  anything,  than  the  earlier  banks  whose 
history  has  previously  been  discussed.  But,  as  already  seen, 
their  unsuccessful  and  dishonest  career  was  not  necessarily 
the  result  of  their  issuing  notes  on  commercial  assets.  It  was 
the  nature  of  the  assets  acquired  and  the  character  of  the  busi- 
ness methods  employed  which  then,  as  now,  determined  the  value 
and  soundness  of  the  issues. 

196*  The  loose  methods  of  banking  employed  in  the  Western 
and  Southern  states  could  not  have  existed  so  long  or  in  so 
extreme  a  form  in  a  community  more  advanced  in  wealth,  where 
it  was  necessary  to  have  adequate  facilities  for  exchange  and 
for  the  safe  keeping  of  current  funds.  Consequently  the 
extravagances  of  the  early  banking  mania  of  the  West  and 
South  are  not  to  be  found  in  the  older  and  more  conservative 
portions  of  the  country  where  business  was  more  stable  in  its 
conditions.  This  was  the  case  in  New  York.  Indeed,  the 
earliest  period  of  banking  in  New  York,  extending  from  1791 
to  18 1 8,  shows  no  bank  failures  whatever.  Many  of  the  banks 
organized  at  that  time  passed  through  various  changes,  finally 
entered  the  national  banking  system,  and  still  survive.     Bank- 
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ing  during  this  early  period  was  unrestricted  in  its  methods,  circu- 
lation being  unlimited  and  unguarded,  yet  no  losses  occurred. 

Something  of  a  change  was  introduced  by  the  retirement  of 
the  First  Bank  of  the  United  States  from  business.  A  new  field 
for  state  banking  was  opened,  and  the  tendency  to  expansion 
was  aggravated  by  the  suspension  of  specie  payments  in  1814. 
Gallatin  estimated  that,  within  the  first  fifteen  months  after  the 
suspension,  the  state  bank  circulation  increased  from  {45, 500,000 
to  t68,ooo,ooo.  It  is  not  known  just  how  this  increase  was  dis- 
tributed over  the  country,  but  some  of  it  unquestionably  was 
issued  in  New  York.  From  181 2-1829  twenty-four  new  banks 
were  chartered  and  eight  failures  occurred. 

197.  Thus,  although  the  period  had  not  been  marked  by  the 
same  serious  disasters  as  had  been  the  rule  in  the  other  states, 
enough  experience  was,  however,  obtained  to  show  the  desira- 
bility of  adopting  some  system  which  should  minimize  the  losses 
from  failures.  Inasmuch  as  about  thirty  of  the  existing  bank 
charters  were  to  expire  between  1829  and  1833,  the  time  was 
considered  favorable  for  the  introduction  of  a  new  system.  A 
plan  for  a  **  safety  fund  "  to  be  established  by  contributions 
from  the  banks  and  devoted  to  the  payment  of  the  obligations 
of  failed  banks  was  outlined  in  the  Governor's  message  for 
1829  and  became  a  law  on  April  2  of  that  year.  In  case  of  a 
failure,  creditors  of  the  failed  bank  were  to  be  paid  so  far  as 
possible  by  the  distribution  of  the  assets  of  the  bank  in  the  cus- 
tomary way,  after  which  the  Comptroller  was  to  meet  whatever 
deficiency  remained  out  of  the  "  safety  fund,"  which  was  then 
to  be  established  by  contributions  from  the  banks  not  exceed- 
ing one-half  of  one  per  cent,  annually  upon  their  capital  stock.  In 
1837  21^^  ^^  succeeding  years  the  system  was  materially  modi- 
fied, the  fund  being  finally  limited  so  as  to  apply  no  longer  to 
deposits,  but  solely  to  the  notes  of  the  banks,  while  these  latter 
were  to  be  limited  to  the  amount  of  the  capital  and  to  be  obtained 
only  through  the  Comptroller.  The  essential  point  to  be  noted 
in  connection  with  the  system  was  that  the  notes  were  based  on 
the  general  assets  of  the  banks.  And,  ttiough  the  failure  in 
1 840-1 842  of  a  number  of  banks  which  had  become  involved  in 


BANK  NOTES  BASED  ON  COMMERCIAL  ASSETS  297 

the  speculative  transactions  of  1 836-1 839,  threw  exceedingly 
heavy  losses  on  the  fund,  the  experience  under  the  system  was 
such  as  to  indicate  that  if  it  had  started  in  the  perfected  form  to 
which  it  was  developed  by  subsequent  legislation,  there  would 
have  been  not  only  no  loss  whatever  to  note-holders,  but  the 
average  assessment  upon  circulation  would  have  been  consider- 
ably less  than  one-iifth  of  one  per  cent,  per  annum. 

BOND-SECURED    NOTES   AND    WILD-CAT    BANKING. 

198.  The  belief  that  political  considerations  influenced  the 
granting  of  the  charters  to  banks  led  in  New  York  to  a  demand 
for  a  free-banking  system,  and  the  free  banking  act  of  1838. 
It  was  not  really  opposition  either  to  the  principle  of  issues  on 
commercial  assets,  or  to  the  principle  of  the  safety  fund,  which 
brought  about  the  attempt  to  substitute  some  other  form  of 
security,  but  the  desire  for  a  political  issue.  This  suggested 
the  advocacy  of  some  other  sort  of  security,  such  as  the  deposit 
of  bonds,  to  guarantee  circulation.  Consequently,  the  New  York 
Free-Banking  Act  of  1838  authorized  individuals  and  corpo- 
rations to  engage  in  banking  and  to  receive  from  the  Comptroller 
notes,  unsigned,  but  otherwise  ready  for  circulation,  upon  depos- 
iting with  him  stock  of  the  United  States,  or  of  the  State  of  New 
York,  or  other  approved  stock,  or  6  per  cent,  bonds  and  mort- 
gages on  improved  real  estate  worth  double  the  amount  of  the 
mortgage. 

Certain  modifications,  such  as  changes  in  the  sort  of  securities 
permitted  to  be  deposited  (these  being  Anally  limited  to  United 
States,  and  New  York  state,  stocks),  provisions  for  double  liability 
of  shareholders,  more  perfect  redemption,  etc.,  were  introduced, 
but  the  essential  principle  of  the  system  remained  practically 
unchanged.  Under  the  safety-fund  system  93  banks,  with  an 
aggregate  capital  of  $33, 55 1,460,  had  been  organized.  With 
the  introduction  of  the  bond-deposit  system  a  somewhat  larger 
number  came  into  existence.  By  January  1844,  93  "^^  banks 
had  commenced  business — though  only  58  were  then  in  opera- 
tion. By  1850,  the  number  in  operation  had  increased  to  113; 
by  1861,  to  275. 
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Not  to  go  into  a  comparison  of  the  merits  of  the  free-banking 
and  safety-fund  systems,  it  deserves  notice  that  the  advantages 
secured  by  the  free-banking  system  were  considerable.  Although 
it  at  one  time  numbered  several  hundred  banks  among  its  mem- 
bers, the  total  losses  to  note-holders  during  the  whole  history  of 
the  system  amounted  to  less  than  {400,000.  During  the  later 
years  of  the  system,  losses  were  exceedingly  small,  and  they 
became  progressively  smaller  as  the  regulations  governing  the 
bond-deposit  became  more  perfect ;  though  with  this  movement 
toward  greater  security  came  greater  inelasticity,  and  the  dis- 
advantages which  have  been  noted  elsewhere  as  attendant  upon 
a  bank  currency  based  on  the  deposit  of  bonds. 

When  the  national  banking  system  came  into  existence,  New 
York  bank  currency  enjoyed  so  high  a  reputation  for  security 
that  it  commanded  a  considerable  premium  both  over  greenbacks 
and  other  bank-notes.  Even  after  the  new  national  system  was 
fairly  on  its  feet,  the  older  state-bank  notes  continued  to  be  pre- 
ferred to  those  issued  under  the  new  system.  It  was  to  this  and 
other  similar  circumstances  that  the  tax  of  10  per  cent,  imposed 
by  the  federal  government  on  the  notes  of  state  banks,  and 
intended  to  drive  the  older  institutions  out  of  existence  as  note- 
issuers,  is  to  be  attributed. 

The  New  York  systems,  although  far  from  perfect,  thus 
furnished  an  immunity  from  failure  so  much  greater  than  that 
previously  obtainable,  especially  in  the  South  and  West,  that 
they  found  numerous  imitators  when  the  sounder  banking 
period  set  in  subsequent  to  1840.  Of  the  two  systems  the  safety 
fund  was,  however,  much  the  less  popular,  either  because  of  the 
early  unfortunate  experiences  with  it  in  New  York  prior  to  the 
complete  development  of  the  principle,  or  because  of  the  respon- 
sibility laid  by  it  upon  the  various  banks  for  the  debts  of  other 
institutions.  It  therefore  found  acceptance  much  less  widely 
than  the  bond-security  system. 

199.  Ohio,  indeed,  had,  as  already  seen,  established  her  state 
bank  in  1845  o"  ^^  safety-fund  principle.  Other  banks  in  the 
state,  however,  were  not  compelled  to  contribute  to  a  safety  fund. 
By  the  side  of  the  state  bank,  but  wholly  distinct  and  separate 
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from  it,  there  was  established  a  bond-deposit  system  for  the  reg- 
ulation of  such  banks  as  might  be  established  independently  of 
the  state  bank.  These  banks  were  required,  in  order  to  receive 
circulation  thereupon,  to  deposit  bonds  of  the  state  or  of  the 
United  States  with  the  state  treasurer  to  an  amount  not  exceeding 
the  paid-up  capital  of  the  bank.  This  was  carried  farther  in  185 1, 
when  the  so-called  free-banking  law  went  into  effect.  The  state 
auditor  was  authorized  to  issue  notes  to  persons  depositing 
bonds  of  the  United  States,  or  of  Ohio,  to  an  equal  amount,  pro- 
vided such  issue  should  not  exceed  three  times  the  paid-up  capi- 
tal. Under  this  law  and  subject  to  the  surveillance  of  the  state 
bank,  the  free  institutions  of  Ohio  carried  on  a  fairly  safe  and 
responsible  business. 

200.  The  experience  of  other  states,  however,  was  not  so  for- 
tunate. In  1851  Illinois  adopted  a  general  banking  law  on  the 
New  York  model  of  bond-secured  currency,  but  this  was  so  far 
from  keeping  the  currency  at  par  that  of  ninety-three  banks 
operating  under  it  the  currency  of  only  five  was  redeemed  in 
1 86 1  at  par,  the  notes  of  the  others  being  for  the  most  part 
worth  no  more  than^from  50  to  60  cents. 

Even  Indiana,  in  the  face  of  its  fortunate  experience  with 
the  state  bank,  was  so  moved  by  charges  of  political  corrup- 
tion and  monopoly  that  it  finally  passed  in  1852  an  act  providing 
for  the  issue  of  bond-secured  notes  similar  to  that  of  New  York. 
"Under  it  wild-cat  banking  was  developed  to  an  extent  then 
unknown.  It  was  contemporaneous  with  the  inflation  in  Ohio. 
'The  speculator  comes  to  Indianapolis,'  said  the  governor  in  1852, 
'  with  a  bundle  of  bank  notes  in  one  hand  and  his  stock  in  the 
other.  In  twenty-four  hours  he  is  on  his  way  to  some  distant 
part  of  the  Union  to  circulate  what  he  calls  a  legal  currency 
authorized  by  the  legislature  of  the  State  of  Indiana.  He  has 
nominally  located  his  bank  in  some  distant  part  of  the  state, 
difficult  of  access,  where  he  knows  that  no  banking  facilities  are 
required,  and  intends  that  his  notes  shall  go  into  the  hands  of 
persons  who  will  have  no  means  of  demanding  their  redemp- 
tion."' 

Something  like  the  New  York  system,  or  rather,  a  caricature 
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of  it,  came  into  existence  in  Michigan  under  the  law  of  March  15, 
1837.  1*^^  organization  of  small,  irresponsible  and  dishonest 
banks  was  stimulated.  The  securities  which  they  deposited  were 
practically  worthless,  and  within  two  years  from  the  passage  of 
the  act,  the  currency  of  the  state  was  without  value. 

Iowa  in  1858  passed  a  law  providing  for  free  banking  with 
the  issue  of  notes  against  deposited  bonds.  The  notes  were  not 
to  exceed  in  amount  90  per  cent,  of  the  bonds,  and  the  bonds 
were  to  bear  not  less  than  6  per  cent,  interest.  A  similar  law 
had  been  passed  by  Wisconsin  in  1853  whereby  under  a  require- 
ment of  the  deposit  of  bonds  to  secure  circulation  first-mortgage 
railway  bonds  were  accepted.  In  neither  of  these  states,  how- 
ever, did  the  plan  meet  with  any  success.  In  both,  a  part,  at 
least,  of  the  currency  rapidly  and  heavily  depreciated  in  conse- 
quence of  the  depreciation  or  worthlessness  of  the  bonds  depos- 
ited, with  g^eat  resultant  loss  to  the  holders  of  notes. 

201.  Without  going  more  at  length  into  the  history  of  the 
bond-secured  bank-note  mania,  some  general  conclusions  may 
safely  be  drawn.  The  fact  that  the  earlier  institutions  had 
issued  notes  on  the  basis  of  commercial  assets  taken  together 
with  their  unfortunate  outcome  and  the  worthlessness  of  their 
notes  was  supposed  to  indicate  that  such  assets  were  defective 
as  a  basis  of  note-issue;  and  the  partial  success  of  the  New 
York  system  of  bond  security  for  the  notes  was  taken  to  imply 
a  superiority  in  this  method  of  note-issue  irrespective  of  the 
various  conditions  and  methods  governing  its  operation  in  dif- 
ferent places.  In  the  case  of  the  bond-secured  notes  as  in  that 
of  those  issued  under  a  different  system  the  whole  question  was, 
however,  largely  one  of  management  and  not  entirely  one  of 
peculiarity  in  system.  This  was  proven  by  the  ill  success  of  the 
various  imitations  of  the  New  York  system  some  of  which  have 
just  been  considered. 

It  cannot  be  too  often  rep>eated,  in  view  of  the  constant 
tendency  to  regard  a  bond-secured  currency  as  the  only  safe 
one,  that  the  very  worst  of  the  early  note-systems  of  the 
several  states  were  secured  by  a  deposit  of  bonds  instead 
of  by  the  general  assets  of  the  banks.     It  is  only  the  preeminent 
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success  of  the  national  banking  system  in  furnishing  a  secure 
currency  that  has  given  such  wide  acceptance  to  the  notion  that 
only  through  a  system  of  bond-security  can  a  safe  currency  be 
provided.  The  fact  that  United  States  bonds  have  always  borne 
a  high  premium,  and  have  therefore  guaranteed  the  value  of  the 
notes  issued  upon  them,  has  been  confused  with  the  system  of 
bond-security  itself. 

It  has  been  overlooked  that  commercial  paper  of  the  highest 
grade  cannot  fail  to  be  also  a  satisfactory  security,  and  that  the 
question  is  one  of  the  management  of  the  institution,  and  not 
wholly  one  of  the  system  under  which  it  is  operating.  So  far 
from  furnishing  a  brake  upon  excessive  or  unnecessary  issues,  as 
it  is  currently  supposed  to  do,  the  system  of  note-issues  upon 
bond-security,  before  the  War,  rather  tended  to  stimulate  the 
issue  of  notes  without  regard  to  actual  needs  or  demands  for  them. 
It  was  not  necessary  to  issue  the  notes  in  the  course  of  a  general 
banking  business,  for  the  notion  that  they  were  perfectly 
secured  by  a  deposit  of  bonds  somewhere,  made  the  general 
public  far  more  ready  to  receive  them ;  while  the  habit  of  look- 
ing upon  the  notes  as  efficient  money  enabled  men,  by  going 
through  the  fiction  of  organizing  a  bank  in  some  remote  spot,  to 
double  their  resources  by  investing  in  bonds  and  receiving  back 
notes  thereon,  continuing  all  the  while  to  receive  the  interest 
upon  the  bonds.  Thus  McCuUoch  relates  a  story  of  a  man  who 
purchased  bonds  to  the  amount  of  1 10,000,  took  out  notes  on 
these  bonds,  used  the  notes  in  purchasing  more  bonds,  on  which 
he  again  took  out  notes,  and  so  on  until  he  had  issued  t6oo,ooo 
of  circulation,  receiving  in  the  meantime  the  interest  upon  the 
whole  volume  of  bonds.  Practically  the  same  operation  was 
carried  on  by  many  banks,  and  thus  the  bond-security  plan,  far 
from  restricting,  tended  strongly  to  expand,  the  circulation. 
Such  operations  of  course  were  possible  only  in  view  of  the 
existing  looseness  of  regulations  and  of  redemption  require- 
ments. A  suitable  banking  law  would  have  rendered  them  quite 
impossible.  But  it  was  precisely  such  transactions  which  were 
typical  of  the  times  and  of  current  ideas  on  banking. 

From  what  has  gone  before  it  will   be  plain   that  in  our 
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early  experience  there  existed,  especially  in  the.  South  and 
West,  many  banks,  with  note-issues  based  on  general  banking 
assets,  which  resulted  disastrously  from  insufficiency  of  capital, 
bad  management,  lack  of  public  oversight  and  general  supervision, 
and  especially  from  the  lack  of  proper  methods  of  redemption ; 
that,  during  the  twenty-five  years  preceding  the  supplanting  of 
the  state  systems  by  a  national  one,  conditions  and  methods  of 
banking  had  so  far  developed  that  the  country  had  numerous 
sound  and  well  managed  banking  systems  in  which  the  notes 
were  based  on  general  assets ;  and  finally,  that,  as  a  matter  of 
fact,  it  was  not  the  systems  of  note-issues  based  on  general 
assets,  but  those  based  on  bond-security  which,  in  this  latter 
period,  gave  to  the  country  the  "wild-cat,"  ** red-dog,"  and 
**  stump-tail "  currency  which  has  naturally  left  so  unfavorable 
an  impression  on  the  public  mind. 

NEW  ENGLAND  BANK  CURRENCY,  SECURED  BY  GENERAL  ASSETS. 

202.  There  is,  however,  one  portion  of  our  earlier  banking 
experience  to  which  more  extended  study  should  be  given.  This 
is  embraced  in  the  history  of  the  banking  systems  of  the  several 
New  England  states  which  throws  much  light  upon  the  questions 
involved  in  the  recommendations  herein  made  for  a  system  of 
bank  currency  based  upon  general  commercial  assets.  Indeed 
it  is  much  more  instructive,  in  one  particular,  than  the  experience 
of  foreign  banking  systems  alluded  to  above,  or  even  than  tha* 
of  Canada;  because  it  was  a  system  composed  of  a  large  num- 
ber of  independent  banks,  mainly  of  small  or  only  moderate 
capital,  and,  although  not  nominally  a  free -banking  system, 
practically  open  to  free  competition.  For,  even  though  an  act 
of  incorporation  from  the  legislature  was  required,  this  was 
usually  a  mere  form,  provided  there  was  any  real  need  for  a  new 
bank  for  which  the  requisite  capital  could  be  raised.  The  New 
England  banking  system  deserves  full  consideration,  because 
it  throughout  its  entire  history  issued  notes  without  specific 
security  (as  by  the  deposit  of  bonds)  and  without  requiring 
investment  in  any  particular  form — that  is,  until  superseded  by 
the   national  banking  system,  it   provided  a   system   of  notes 
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based  on.  general  assets,  pure  and  simple,  involving  in  the  later 
years  the  issue  of  notes  freely  by  over  500  banks. 

203.  From  the  legislative  point  of  view  there  was  no  single 
system.  Subject  to  the  laws  of  five  or  six  separate  states,  the 
details  of  banking  regulation  in  these  several  states  could  not  be 
otherwise  than  varied.  For  example,  on  the  point  of  the  limita- 
tion of  circulation  to  a  certain  proportion  of  capital,  the  laws 
ranged  from  65  per  cent,  in  the  later  years  in  Rhode  Island  to 
300  per  cent,  in  Vermont.' 

In  some  states  an  unlimited  liability  for  both  notes  and 
deposits  was  enforced  upon  the  officers  in   case  of  mismanage- 

'In  Massachusetts  prior  to  181 2  it  was  customary  in  bank  charters  to  limit  the 
circulation  to  200  per  cent,  of  the  capital ;  during  the  next  thirteen  years  most  of 
the  charters  imposed  a  limitation  of  150  per  cent,  of  the  capital;  nearly  thirty  banks 
chartered  in  the  years  1825-1828  were  limited  by  their  charters  to  a  note-issue  of  100 
per  cent,  of  capital;  while  all  banks  chartered  in  Massachusetts  after  1829  were 
permitted  to  issue  notes  to  the  amount  of  125  per  cent  of  their  capital. 

In  Rhode  Island,  prior  to  1820,  the  banks  were  not  limited  in  any  way  in  their 
issue  of  notes;  in  that  year  the  limit  of  the  amount  of  capital  was  imposed.  In  1837 
the  maximum  note-issue  of  banks  of  $50,000  or  less  capital  was  limited  to  75  per  cent, 
of  capita],  banks  of  from  $50,000  to  $120,000  to  65  per  cent.,  and  larger  banks  pro- 
portionately less  —  banks  of  from  $400,000  to  $500,000  being  limited  to  20  per  cent. 
In  1859  the  limit  was  made  65  per  cent,  for  all. 

In  Connecticut  the  limitation  of  note-issues  in  all  of  the  earlier  charters  was  150 
per  cent,  of  the  capital.  In  1855  the  limit  was  set  at  125  percent., and  in  1858  further 
reduced  to  75  per  cent,  of  the  capital. 

In  Maine,  prior  to  1831,  the  limitation  was  generally  the  same  as  m  Massachusetts 
—  sometimes  200,  but  more  often  150  per  cent,  of  the  capital.  In  1831  a  general  law 
was  passed  in  accordance  with  which  banks  thereafter  created  were  limited  to  a  note 
circulation  of  150  per  cent,  of  the  capital.  In  1838,  however,  the  maximum  circulation 
was  fixed  at  100  per  cent,  of  the  capital  for  banks  of  $50,000  or  less  capital ;  75  per  cent, 
of  the  capital  for  banks  of  from  $50,000  to  $150,000,  and  66^  per  cent,  for  banks  of 
more  than  $150,000  capital,  [n  1846,  an  act,  evidently  based  in  a  way  upon  the 
English  Bank  Act  of  1844,  limited  the  circulation  in  excess  of  50  per  cent,  of  the 
capital  to  three  times  the  specie  held,  and  limited  the  total  circulation  to  the  amount 
of  the  capital,  plus  the  specie  held. 

In  New  Hampshire,  in  1837,  the  issue  was  limited  to  100  per  cent,  of  the  capital, 
and  it  was  provided  that  loans  on  the  pledge  of  capital  stock  were  to  be  treated  as  a 
diminution  of  capital,  so  far  as  the  basis  of  circulation  was  concerned. 

In  Vermont,  by  a  general  bank  act  of  1831,  the  total  debts  of  each  bank  were 
limited  to  the  amount  of  its  deposits  and  three  times  the  capital.  Inasmuch  as  the 
debts  of  a  bank,  exclusive  of  deposits,  consist  mainly  of  its  circulating  notes,  this 
amounted  to  a  limitation  of  circulation  to  three  times  the  capital.  In  1840  an  act  was 
passed  limiting  the  circulation  to  twice  the  capital. 
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ment;  in  some  instances  the  stockholders  were  liable  to  the 
amount  of  their  stock  for  the  ultimate  payment  of  the  notes  ; 
and  in  Rhode  Island  they  were  subject  to  unlimited  liability.* 

'According  to  the  charters  granted  [^in  Massachusetts,  in  1811  and  thereafter,  in 
case  of  any  loss  or  deficiency  arising  from  mismanagement  the  stockholders  were  to  be 
individually  liable  in  their  private  capacities  to  an  amount  not  exceeding  the  stock 
held  by  them ;  and  upon  the  expiration  of  the  charter,  the  stockholders  were  to  be 
liable  in  their  private  and  individual  capacities,  in  proportion  to  stock  held,  for  the 
pa)rment  of  all  bank-notes  outstanding.  These  provisions  were  incorporated  in  the 
first  general  banking  law  in  1829.  In  case  the  bank  should  increase  either  its  loans  or 
other  obligations,  exclusive  of  deposits,  beyond  twice  its  capital,  the  directors  at  the 
time  such  excess  was  allowed  were  liable  in  their  private  capacities  for  the  excess.  An 
act  passed  in  1849  went  farther,  and  made  the  stockholders  of  any  insolvent  bank 
individually  liable  in  proportion  to  their  stock,  for  the  redemption  of  notes  issued  by 
such  bank — without  regard  to  whether  the  failure  was  due  to  mismanagement  or  not. 

The  earliest  charters  in  Rhode  Island  specifically  limited  the  liability  of  stock- 
holders to  the  amount  of  the  stock  owned.  The  charters  granted  after  181 8,  however, 
imposed  a  general  individual  liability  on  stockholders  in  every  case  where  the  direc- 
tors had  violated  the  banking  laws.  The  charters  granted  a  few  years  later — for 
example,  in  1828  —  also  required  that  before  resort  could  be  had  to  the  estates  of  indi- 
vidual stockholders,  the  corporation  should  be  first  sued  and  the  corporate  property 
exhausted.  From  this  point  it  was  but  a  single  step  to  absolute  unlimited  liability  of 
stockholders,  for  the  pa3rment  of  notes,  which  was  imposed  in  charters  granted  in  1833 
and  later,  "  provided  that  the  corporation  be  first  sued  and  the  corporate  property  be 
first  exhausted  in  the  pa3rment  of  the  debts  of  the  corporation." 

In  Connecticut,  the  bank  charters  granted  after  1830  contained  a  provision  to  the 
effect  that  upon  the  failure  of  any  bank  the  president,  directors,  and  cashier  were  to 
be  liable  as  joint  and  several  debtors,  if  the  debts  of  the  corporation  should  exceed  the 
limit  specified  in  its  charter.  Otherwise,  the  stockholders  do  not  appear  to  have  been 
liable. 

In  Maine,  the  act  of  1831  imposed  upon  directors  and  stockholders  individual  lia- 
bility to  the  amount  of  stock  held,  in  case  of  any  deficiency  arising  from  official  mis- 
management And  upon  the  expiration  of  the  charter  of  a  bank,  the  stockholders 
were  held  severally  liable  in  the  same  manner  for  two  years  for  the  redemption  of  the 
bills  outstanding. 

In  Vermont,  a  provision  in  the  charter  of  one  of  the  earliest  banks  projected 
(1817),  to  the  efiEect  that  the  stockholders  should  be  liable  in  their  persons  and  property 
for  all  demands  against  the  bank  which  should  not  be  paid  in  three  days  after  due, 
proved  so  stringent  that  the  stock  was  not  subscribed  until  the  provision  was  omitted. 
Later  charters  imposed  individual  liability  upon  directors  under  whose  administration 
an  excessive  issue  of  notes  should  occur.  Each  of  the  directors  was  also  obliged  to 
give  a  satisfactory  bond,  usually  for  $8,000,  conditioned  upon  the  faithful  discharge 
of  his  office.  Later,  the  banks  which  had  previously  contributed  to  a  safety-fund  sys- 
tem were  permitted  to  terminate  such  contributions  on  condition  that  the  stockholders 
should  give  sufficient  security,  usually  in  the  form  of  their  bonds,  to  meet  the  obliga- 
tions of  the  bank. 


BANK  NOTES  BASED  ON  COMMERCIAL  ASSETS  3^5 

Connecticut,  in  all  charters  and  under  the  general  laws  after 
1830,  provided  that,  in  case  of  the  failure  of  any  bank,  the  holder 
of  its  notes  of  less  denomination  than  1 100  should  have  a  first  lien 
upon  all  the  assets  of  the  bank.  Other  states  went  so  far  in  the 
same  direction  as  to  give  the  note-holders  a  special  claim  upon 
the  stockholders  in  case  of  failure  or  the  winding  up  of  a  bank. 
Massachusetts  was  the  only  state  which  incorporated  no  banks 
of  less  capital  than  1 100,000.  The  other  states  each  had  a 
number  of  banks  of  {50,000  and  Rhode  Island  had  even  smaller 
banks. 

204.  But  while  there  was  much  variation  in  many  of  the  details 
of  banking  legislation,  there  was  one  important  particular  in 
which  the  systems  of  all  six  states  agreed.  This  was  the  fact  that 
the  issue  of  notes  was  based  upon  general  commercial  assets ; 
and  though  efforts  were  made  in  several  states  to  introduce, 
during  the  later  years  of  the  system,  the  feature  of  bond-security, 
they  were  without  material  result,  and  the  New  England  bank- 
ing system  remained  to  the  end  a  system  authorizing  the  issue 
of  notes  freely,  within  designated  limits,  against  the  general 
assets  of  the  issuing  banks. 

A  natural  result  of  this  almost  perfect  freedom  in  the  issue 
of  notes  was  the  constant  supply  of  adequate  currency  for  the 
needs  of  business.  With  hundreds  of  banks  seeking  employ- 
ment for  their  capital,  and  each  endeavoring  especially  to  keep 
in  circulation  as  large  a  volume  of  notes  as  possible  (in  order 
that  thereby  its  earning  power  might  be  increased)  ;  with  the 
number  and  capital  of  the  banks  so  great  that  the  maximum  issue 
permitted  them  was  many  times  the  amount  of  circulation  which 
the  community  cared  to  use,  there  was  naturally  no  difficulty  in 
obtaining  an  adequate  circulating  medium.' 

205.  Indeed,  the  question  which  most  naturally  arises  is  as  to 
the  means  by  which  the  supply  was  kept  down  to  the  needs  of 
business — the  forces  tending  toward  its  withdrawal  when  redun- 
dant, rather  than  the  forces  obviously  tending  toward  its  expan- 
sion. As  will  be  appreciated  when  the  principles  underlying 
bank  note  redemption  are  fully  understood  (pp.  324-340) ,  this 

f  For  ezaxnplf ,  tbe  figures  below  indicfite  the  number,  capital,  and  circvlatiop  of 
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mechanism  was  an  effective  redemption  system,  the  develop- 
ment of  which  was  as  natural  as  it  was  important.     The  maxi- 

the  New  England  banks  at  various  dates,  together  with  an  i4>pfDzimate  statement  of 
the  maximnm  circulation  which  soch  banks  were  permitted  by  law  to  issue  freely. 

1835. 


Massachusetts  .. 
Rhode  Island . . . 
Connecticut  . . . . 

Maine 

New  Hampshire. 
Vermont 

ToUl 

Massachusetts . . . 
Rhode  Island . . . 
Connecticut  . . . . 

Maine 

New  Hampshire. 
Vermont 

Total 

Massachusetts  .. 
Rhode  Island . . . 
Connecticut  . . . . 

Maine 

New  Hampshire. 
Vermont 

ToUl 

Massachusetts  . . 
Rhode  Island . . . 
Connecticut  . . .  • 

Maine 

New  Hampshire. 
Vermont 

Total 


No. 


105 
61 

31 
29 

25 
17 


268 


Capital 


^30^00,000 
8,750,000 

7,350.000 
2,931,000 

2.555,000 

921,000 


^52,907,000 


GrcolatioB 


19,430,000 
1,644,000 
2,685,000 
1,359,000 
1,347,000 
1,464,000 


^17,929,000 


^38,000,000 
8,750,000 
1 1,025,000 
4,300,000 
2,555.000 
2,763,000 


167,393,000 


1840. 


"5 

^33.750,000 

fei  12,882 

$42,187,000 

62 

9,880.500 

1,719,230 

5,000,000 

31 

8,806,204 

2,325.589 

13,209,000 

49 

4,671,500 

1,224,658 

3,500,000 

27 

2,837.508 

1,088,750 

2,837,000 

17 

1,196,770 

1,099.784 

3,590,000 

301 

$61,142,482 

^16,570,893 

$70,323,000 

1850. 


126 

63 

37 
32 
22 

27 


307 


^36,925,050 

11,7x6,337 
9,152,801 

3,248,000 

2,203,950 

2,197,240 


165,443,378 


$17,005,826 

2,553.865 
4,888,029 
2,654,208 
1,751,096 
2,856,027 


^31,709,051 


$46,156,000 
6,000,000 
13.729.000 
3,050,000 
2,203,000 
4^395.000 


^75.533.000 


i860. 


178 

91 

74 
68 

51 

44 


506 


$66,482,050 

20,865,569 

21.606,997 

7,506,890 

4,981,000 

3,872,642 


$125,315,148 


$25,012,745 

3,558,295 
7,702,436 
4,149,7x8 
3,332,010 

3,784.673 


$83,102,000 

13,562,000 

16,205,000 

5,765,000 

4,931,000 

7.745.000 


^47,539,877  \$i3i,3io,ooo 
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mum  note-issue  permitted  being  far  in  excess  of  the  aggregate 
amount  of  currency  which  could  be  kept  outstanding,  it  was 
directly  to  the  interest  of  each  bank  to  secure  for  itself  as  much 
of  the  field  as  possible,  and  therefore  to  pay  out  its  own  notes 
rather  than  the  notes  of  its  neighbors,  thus  making  a  field  for  its 
own  circulation  by  withdrawing  from  the  channels  of  trade  and 
presenting  for  redemption  the  notes  of  other  banks  which  came 
into  its  possession.  In  this  way  there  was  developed,  as  else- 
where explained  (pp.  331-334),  the  Suffolk  Bank  system  of 
current  redemption,  which  constantly  restricted  the  circulation 
to  needs  of  business  by  removing  the  excess  as  soon  as  the  least 
redundancy  occurred.  In  this  way,  also,  by  the  very  activity 
of  the  redemption  system,  the  currency  was  constantly  purified, 
as  it  was  impossible  for  any  unsound  bank  to  long  exist. 

2o6«  To  these  two  features — (i)  perfect  freedom  in  the  issue 
of  notes,  within  limits  which  would  never  be  reached  by  the 
demand  for  currency,  and  (2)  an  effective  system  of  current 
redemption — New  England  owed  much  of  the  reputation  which 
her  currency  enjoyed.  For  this  currency  not  only  possessed  such 
perfect  responsiveness  to  local  demand  that  it  furnished  an 
economical  and  effective  medium  of  exchange  to  all  New 
England,  but  its  unquestioned  security  and  its  reputation  for 
certain  and  immediate  convertibility  rendered  it  a  most  satis- 
factory currency  at  a  distance  from  its  place  of  issue.  Even 
in  the  West,  it  was  estimated  by  Senator  Sherman  in  1863, 
$40,000,000  of  the  currency  of  the  Eastern  states  was  in  cir- 
culation, owing  to  the  disordered  state  of  the  currency  furnished 
by  the  so-called  "free  banks,"  issuing  notes  on  the  deposit  of 
bonds.* 

It  is  not  intended  to  suggest  that  there  was  not  in  the  early 
years  considerable  illegitimate  banking  in  New  England  and  con- 
sequent failures  and  losses.  These  failures,  however,  were  due  to 
causes  which  it  was  later  found  quite  possible  to  remedy — espe- 
cially to  the  establishment  of  banks  without  a  bona  fide  paid-up 
capital^and  to  the  organization  of  banks  for  speculative  purposes. 
These  failures,  however,  were  neither  numerous  nor  important 

'See  his  speech  in  Uie  Senate  on  January  8,  1863. 
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when  compared  with  the  banks  which  did  not  fail,  and  the  losses 
to  note-holders  which  resulted  even  in  these  early  years  were  such 
as  would  have  been  met  by  a  small  mutual  guaranty  fund.  So, 
too,  the  very  few  failures  in  the  later  period,  1 840-1 864,  resulted 
in  no  losses  which  a  very  modest  insurance  fund  would  not  have 
covered. 


ELASTICITY. 

207.  By  the  term  "elasticity"  as  applied  to  a  currency  is 
meant  the  capacity  to  expand  and  contract  with  an  increase  or 
decrease  in  the  demand  for  it — that  is  the  adaptation  of  currency 
supply  to  currency  need.  Indeed,  elasticity  consists  quite  as 
much,  if  not  more,  in  the  capacity  to  contract  as  to  expand. 

Entirely  apart  and  distinct  from  the  occasional  emergency 
demands  for  currency  growing  out  of  extraordinary  or  panic 
conditions,  which  it  is  not  intended  to  discuss  at  this  point, 
there  are  numerous  variations  in  the  demands  for  currency  at 
different  times  in  the  year,  arising  from  methods  of  doing  busi- 
nesSy  and  especially  from  the  ebb  and  flow  of  industrial  activity 
at  different  seasons.  Where  wages  are  paid  weekly,  for  example, 
it  is  evident  that  there  will  naturally  be  a  greater  demand  for 
currency,  or  a  medium  of  exchange,  on  Saturday  night  and  early 
in  the  week,  than  there  would  be  a  few  days  later  when  the 
amounts  received  in  wages  at  the  close  of  the  previous  week  had 
been  largely  spent  and  returned  to  the  banks  in  the  stream  of 
deposits  from  local  tradesmen.  If  wages  were  paid  only  at 
monthly  intervals,  the  variations  on  this  account  would  be  even 
greater.  The  amounts  then  required  to  make  payments  on  the 
last  day  of  each  month,  or  the  amount  which  the  workmen  of 
that  community  might  hold  on  the  evening  of  that  day,  would 
be  much  more  than  the  amount  of  currency  which  would  be  in 
the  hands  of  these  same  workmen  four  weeks  later.  In  other 
words,  there  would  be  in  such  a  community,  material  monthly 
fluctuations  in  the  demand  for  media  of  exchange,  due  to  the 
methods  followed  in  making  payments  for  labor. 

Similarly,  the  practice  of  paying  rents,  settling  accounts,  etc., 
at  monthly  or  quarterly  intervals,  wherever  it  prevails,  leads  to 
a  considerable  increase  in  the  demand  for  media  of  exchange  at 
certain  periods,  and  a  falling  off  at  other  periods ;  while  the 
practice  of  paying  dividends  on  stocks,  and  interest  on  bonds  or 
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on  mortgages  at  definite  quarterly,  or  semi-annual,  or  annual 
intervals,  which  has  become  so  marked  in  the  development  of 
these  forms  of  investment,  greatly  intensifies  the  increased 
demand  for  some  means  of  payment  at  such  dates.' 

But,  perhaps  the  most  marked  instance  of  this  periodically 
increased  demand  grows  out  of  the  marketing  of  the  crops. 
Manufactured  goods  are,  in  general,  capable  of  being  marketed 
continuously  throughout  the  year,  and  it  is  the  aim  of  manufac- 
turers so  to  adjust  their  production  that  this  end  will  be  secured. 
In  the  case  of  agricultural  products,  however,  the  circumstances 
are  otherwise.  The  greater  part  of  our  immense  agricultural 
crops  is  marketed  within  a  period  of  three  or  four  months. 
From  the  necessity  of  placing  such  large  amounts  of  these 
products  on  the  market  at  fixed  recurring  periods,  arises  one  of 
the  most  marked  seasonal  demands  for  an  increased  medium  of 
exchange. 

2o8«  Some  of  our  ordinary  media  of  exchange  possess  the 
characteristic  of  elasticity — the  capacity  of  expanding  and  con- 
tracting with  these  varying  needs  of  business — to  a  much  greater 

'  The  Commercial  and  Financial  Chronicle  has  furnished  to  the  Commission  an 
estimate  of  the  payment  of  interest  and  dividends  on  railroad  bonds  and  stocks  in 
the  United  States  in  each  month,  from  which  it  appears  that  the  necessity  for  pay- 
ments on  account  of  these  items  alone,  is  more  than  five  times  as  great  in  certain 
months  as  it  is  in  others,  and  vastly  greater  on  the  first  of  each  of  such  months  than 
on  any  other  date.     The  estimate  is  as  follows : 


January . . . 
February., 
March . .   . 

April 

May 

June 

July 

August . . . 
September 
October.., 
November , 
December , 

Total 


Bonds 


I  54,000,000 
9,000,000 
11,500,000 
24,500,000 
19*500,000 
15,000,000 
54,000,000 
9,000,000 
11,500,000 
24,500,000 
19*500,000 
15,000,000 


1267,000,000 


Stocks 


%  13,000,000 

5,500,000 

6,500,000 

10,000,000 

6,000,000 

4,000,000 

13,000,000 
5,500,000 
6,500,000 

10,000,000 
6,000,000 

4,000,000 


%  90,000,000 


Total 


%  67,000,000 
14,500,000 
18,000,000 
34,500,000 
25.500,000 
19,000,000 
67,000,000 
[4,500,000 
18,000,000 
34,500,000 
25*500,000 
19,000,000 


1357,000,000 
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degree  than  others.  The  deposit-currency  by  means  of  which  the 
largest  part  of  our  commercial  transactions  is  effected  is  particu- 
larly elastic.  It  expands  and  contracts  automatically  with  every 
change  in  demand.  If  additional  currency  is  wanted  in  a 
strictly  commercial  community  for  any  of  these  extrordinary 
demands  —  by  a  railroad,  for  example,  to  provide  for  the  pay- 
ment of  interest  on  its  bonds — it  is  secured  from  an  existing 
deposit,  or  by  means  of  a  loan  granted  in  the  form  of  deposit- 
currency  against  which  checks  for  the  interest  are  drawn ;  and 
to  the  extent  to  which  those  to  whom  the  interest  is  paid  like- 
wise make  use  of  the  check  and  deposit  system,  the  whole  trans- 
action is  carried  through  without  the  least  trouble  or  friction. 
This  currency  expands  freely  and  automatically  to  meet  any  real 
need,  and  contracts  as  easily  as  it  expanded  when  it  is  no  longer 
desired. 

209.  But  manifestly  not  all  these  needs  which  have  been  sug- 
gested for  increased  supplies  of  a  medium  of  exchange  can  be 
met  by  an  expansion  of  the  deposit-currency.  Whether  or  not  any 
particular  demand  can  be  so  met,  will  depend  largely  upon  the 
business  habits  of  the  community  and  the  commercial  develop- 
ment of  the  individuals  or  the  character  of  the  transactions. 

In  the  payment  of  weekly  wages,  for  example,  the  deposit- 
currency  is  very  rarely  used,  even  in  the  more  highly  developed 
commercial  centers ;  either  coin  or  some  form  of  note-currency 
is  required.  But  in  this  case  the  periods  are  so  frequent  that 
the  demand  may  be  said  to  be  practically  constant,  as  the  neces- 
sity of  providing  for  it  is  always  present,  and  there  is  little 
opportunity  for  making  any  other  use  of  the  funds  required  for 
this  purpose  in  the  brief  intervals  when  they  are  not  actually  in 
use.' 

The  parties  to  monthly  payments  on  account  of  wages,  rents 
and  accounts,  though  still  requiring  a  large  use  of  the  note-cur- 
rency, do  make  a  larger  use  of  the  deposit-currency  than  the 
classes  just  referred  to.  And  when  the  quarterly  and  half- 
yearly  settlement  of  accounts,  rents,  dividends  and  interest  are 

'  It  is  worthy  of  note,  however,  that  when  the  banks  are  able  to  provide  freely  for 
this  demand  by  their  note -issues,  so  that  they  need  make  no  provision  for  it  in 
advance,  evidence  of  this  weekly  demand  does  appear  in  the  expansion  to  meet  it. 
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considered  it  is  found  that  in  all  communities  of  high  commer- 
cial development  the  deposit-currency  is  the  form  most  used. 
And,  as  already  suggested,  so  far  as  this  particular  medium  of 
exchange  is  used,  there  is  no  ground  for  complaint  on  the  score 
of  inelasticity.  The  increased  demands  for  currency  arising 
from  these  transactions  are  in  fact  met  by  so  automatic  an 
adjustment  of  the  supply  that  little  visible  evidence  is  left  that 
there  has  been  any  fluctuation  in  the  demand. 

210.  The  most  marked  variations  in  demand  for  currency  in 
this  country  occur  in  connection  with  the  annual  marketing  of 
the  crops.  Owing  to  the  fact  that  the  agricultural  classes 
involved  in  these  transactions  do  not  use  the  check  and  deposit 
system  to  any  great  extent,  this  demand  is  largely  for  a  note- 
currency.  The  farmer  on  selling  his  crops  may  indeed  receive 
a  check  in  payment ;  but  as  he  and  a  large  part  of  the  com- 
munity with  which  he  deals  do  not  find  the  check  and  deposit 
system  convenient,  he  is  not  satisfied  with  that  sort  of  pay- 
ment. He  cashes  the  check  at  the  bank,  or  through  some  mer- 
chant, and  thus  secures  the  form  of  currency  which  he  requires. 
If  he  cashes  it  with  a  merchant,  a  portion  may  be  merely  offset 
against  his  account  at  the  ** store"  where  he  deals,  and  to  that 
extent  the  demand  may  be  satisfied  without  resort  to  note-cur- 
rency. But  not  so  with  the  balance ;  for  that  he  must  have 
coin  or  notes.     Some  of  this  currency  is  used  at  once  in  settling 

In  April  1875,  the  Scotch  banks  made  daily  exchanges  of  notes,  and  it  appears  from 
the  returns  showing  their  notes  outstanding  at  the  close  of  each  day,  after  giving 
effect  to  the  daily  exchanges,  that  there  was  a  noticeable  increase  on  Saturdays,  in  the 
circulation  of  notes  under  £5  (I25),  due  to  the  taking  out  of  notes  for  payment  of 
wages,  etc.     The  return,  as  summarized,  was  as  follows : 

AVERAGE  AMOUNT  OF  NOTES  IN  CIRCULATION  AFTER   EFFECTING  DAILY  EXCHANGES. 


Arerageof 

£s  and  upwards 

Under  ;CS 

Total 

Four  Mondays    

£1,025.335 
1,062,742 

1,089,649 

1,064.975 
1,038,097 
1,019,152 

£2,168,817 
2,148,009 

2,116,899 
2,102,608 
2,122,762 
2,213,037 

£3,194,152 

3.210,751 

3,206,548 

3.167,583 
3,160,859 

3,232,189 

"    Tuesdays 

"     Wednesdays 

**    Thursdays 

"    Fridays 

"    Saturdays 
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outstanding  accounts,  and  thus  gets  back  to  the  bank  almost 
immediately  through  the  deposits  of  the  tradesmen.  To  this 
extent  the  demand  is  of  short  duration.  The  rest  of  the  cur- 
rency is  paid  out  from  time  to  time  during  the  fall  and  winter 
for  "help,"  and  in  the  purchase  of  the  winter's  supplies,  or  is 
held  in  cash  in  many  cases  to  meet  spring  payments  on  a  mort- 
gage. The  net  result  is  that  the  average  farmer  has  in  his 
possession  for  the  three  or  four  months  after  he  has  sold  his 
crop,  a  much  larger  sum  of  money  or  notes  than  during  the 
three  or  four  months  immediately  preceding.  Taken  in  the 
aggregate,  this  makes  a  largely  increased  demand  for  currency j 
in  the  form  of  notes  in  the  fall  season  of  the  year. 

The  question  which  most  naturally  arises  upon  noting  these 
varying  demands  of  currency  is  as  to  the  way  in  which  they  are 
in  practice  met,  both  here  and  elsewhere. 

211.  In  England  the  deposit-currency  has  perhaps  attained 
its  greatest  perfection.  Through  the  extension  of  the  system  of 
branch  banks  into  every  corner  of  the  land,  banking  facilities  have 
been  placed  close  at  hand  and  the  community  familiarized  with 
their  use.  Owing  to  the  extreme  elasticity  of  this  medium  of 
exchange,  therefore,  the  variations  in  demand  meet  with  an  auto- 
matic and  immediate  response.     The  following  table  and  dia- 


LONDON  CLEARING  HOUSE  EXCHANGES  ON  THE  FOURTH  OF  EACH 

MONTH. 
[;£89,7oo,ooo  =  ZOO  pcT  oent.J 


January  . 
February 
March . . . 


April 

May 

June 

July 

August 

September  .... 

October  ...... 

November  •••• 

December  .... 


1894 


1895 


Amount 

Per  cent,  of 

Amount 

Per  cent,  of 

average 

;f22, 1 32,000 

97.5 

;^26,232,000 

XI5.5 

20,833,000 

9X.7 

24,657,000 

108.6 

22,235,000 

97.9 

23,595.000 

103.9 

25,510,000 

1 1 2.3 

24,279.000 

106.9 

21,991,000 

96.8 

19,183,000 

84.4 

20,708,000 

91.2 

23,441,000 

103.2 

29.387,000 

129.4 

25,425,000 

1 1 1.9 

.    18,233,000 

80.3 

19,294,000 

84.9 

'    17,156,000 

75-6 

21,162,000 

93.2 

23»323,0O0 

102.7 

25.857.000 

"3.9 

17,940,000 

79.0 

27.733.000 

I22.I 

22,099,000 

97.3 

22,752,000 

X00.2 
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gram,  illustrating  the  exchanges  of  the  London  Clearing  House 
upon  the  fourth  of  each  month,  indicate  how  extreme  are  the 
fluctuations  in  demand  for  media  of  exchange,  which  are  thus 
satisfied : 
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LONDON   CLEARING-HOUSE    EXCHANGES. 
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Nevertheless,  in  the  country  districts,  even  of  England,  there 
are  periodic  demands  for  other  forms  of  currency;  and  the 
fluctuations  in  the  note-issues  of  the  country  joint-stock  and 
private  banks  give  evidence  of  these  seasonal  demands  to  the 
extent  to  which  they  respond  to  them.  The  amount  of  such 
issues  is  not  large,  usually  less  than  1 10,000,000,  but  the  fluctua- 
tions within  this  limit  indicate  considerable  elasticity. 

The  following  diagram '  shows  the  course  of  the  bank  issues 
of  the  English  Private  and  Joint-Stock  Banks  in  1894  and  1895. 
There  appears  a  distinct  increase  of  the  circulation  at  quarterly 
intervals — especially  marked  in  April  and  October.  This  will 
be  recognized  as  being  in  response  to  the  demand  for  currency 
in  the  form  of  notes  growing  out  of  the  payment  of  interest 
and  dividends  to  or  by  those  who  do  not  make  use  of  the 
deposit  system  : 

CHART  IV 

NOTE-ISSUES    OF   ENGLISH    PRIVATE   AND   JOINT-STOCK    BANKS, 
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'  In  the  preparation  of  this  diagram  and  those  which  follow  the  circulation  at 
weekly  or  monthly  intervals  has  been  ascertained  and  the  amount  for  each  date  com- 
pared with  the  lowest  amount  reported  for  the  two  years  in  question.  The  amounts 
indicated  on  each  diagram  are  thus  percentages  of  the  lowest  circulation  for  the  banks 
in  question  during  the  years  1894  and  1895. 
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212.  In  Scotland,  both  deposit-  and  note-currency  have  been 
highly  develo{>ed ;  but  on  account  of  the  greater  freedom  left  for 
the  expansion  of  the  notes,  that  form  of  the  medium  of  exchange 
occupies  a  much  more  important  field  than  in  England.  But 
the  nature  and  extent  of  the  demand  for  varying  supplies  of 
media  of  exchange  are  not  materially  diCFerent.  The  extent  to 
which  note-currency  meets  these  fluctuations  is  shown  by  the 
following  diagram : 
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Practically  the  only  difference  between  this  showing  and  the 
preceding  one  is  that  the  slight  January  and  July  upward  move- 
ments in  England  do  not  appear  in  Scotland,  while  the  two 
marked  semi-annual  movements  are  slightly  later  —  that  in  the 
autumn  being  the  more  pronounced. 

In  Ireland,  the  movement  differs  from  that  in  Scotland  in 
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indicating  a  more  prominent  demand  for  note-currency  in  the 
autumn,  growing  out  of  crop  movements  among  an  agricultural 
class  less  conversant  with  the  deposit  system.  The  movements 
are  also  slightly  earlier  —  the  maximum  being  reached  in  April 
and  October  rather  than  in  May  and  November. 


CHART  VI 

NOTE-ISSUES   OF  BANK   OF   IRELAND  AND   IRISH   JOINT-STOCK  BANKS. 
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2i3«  In  Germany,  the  absence  of  the  development  of  the 
check  and  deposit-system  has  left  the  burden  of  increased 
demand  to  fall  almost  exclusively  on  the  note-currency.  The 
result  is  a  much  more  marked  fluctuation  in  the  supply  of  that 
particular  medium  of  exchange  than  was  exhibited  in  England, 
Ireland  or  Scotland,  where  the  extreme  elasticity  of  the  deposit- 
currency  permitted  the  heaviest  demands  to  be  met  without  the 
use  of  notes.  It  will  be  noticed  that  in  addition  to  the  move- 
ments in  January,  April,  July,  and  October,  resulting  from  the 
settling  of  dividends,  interest  and  other  quarterly  payments, 
there  are  well  defined  monthly  movements  arising  from  the 
requirement  of  more  currency  in  the  settlement  of  accounts, 
rents,  salaries,  etc.,  s^t  the  end  of  each  mo^t)i. 
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CHART  VII 
NOTE-ISSUES    OF   THE    IMPERIAL    BANK    OF   GERMANY. 
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214,  In  Canada,  the  characteristic,  as  shown  by  the  diagram 
below,  is  a  single  annual  movement  of  currency  to  meet  the 
demands  for  **  moving  the  crops."  The  deposit-system  is  far 
enough  developed  in  all  the  commercial  centers — and  even  to 
a  large  extent  throughout  the  rural   communities,  where  the 
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extension  of  branches  has  done  much  to  stimulate  its  growth  — 
to  permit  the  usual  fluctuations  in  demand  other  than  that  for 
**  moving  the  crops  "  to  be  fully  met  without  the  necessity  of 
increasing  the  note-issues.  But  in  the  fall  season,  owing  to  the 
circumstances  already  alluded  to,  the  demand  in  Canada,  as  in 
this  country,  is  for  a  note-currency;  and  the  diagram  below 
shows  how  it  is  promptly  and  regularly  met  by  the  expansion 
of  the  circulation  of  the  Canadian  banks. 
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215.  The  currency  problem  in  the  United  States  is  mainly  an 
agricultural  one,  for  the  reason  that  the  commercial  centers  are 
already  supplied  with  a  currency  of  the  maximum  elasticity — 
namely,  deposits.  In  the  distinctly  agricultural  sections,  how- 
ever, practically  the  same  demands  for  currency  exist  as  in  Can- 
ada— the  chief  characteristic  of  which  is  an  urgent  need  in  the 
autumn,  at  the  time  the  crops  are  being  marketed.  Owing,  how- 
ever, to  the  inelasticity  of  our  bank-note  currency,  as  elsewhere 
explained  (pp.  225-230),  the  demand  does  not  find  an  automatic 
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response  in  our  circulation.  That  the  demand  exists,  however, 
is  evidenced  in  several  ways — partly  through  its  effects,  and 
partly  through  the  means  which  are  taken  to  satisfy  it. 
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ra 

GOT 
■  AC 

1894 

18dg 

CEIT 

105 
lOf) 

IML  fO.  IIM. 

MUMY  JIME 

JULY  MK.SEP. 

OCT.  MV.  DEC.^  FE&  IIM. 

wKmmm. 

UYM&Sff. 

OCT.  MV.  BK 

too 

•  •  , 

-^-..^ 

-  - " 

y^ 

~"  •  •  . 

The  data  given  in  the  heavy  line  are  the  statements  of  outstanding  circulation 
ordinarily  quoted.  They  include,  however,  notes  stiJl  held  in  the  vaults  and  tills  of  the 
issuing  bank ;  and,  to  the  extent  that  this  amount  varies  at  different  seasons  of  the 
year,  this  puts  the  circulation  on  a  different  basis  from  the  others  described  and  thus 
vitiates  comparison.  Fortunately  we  have  the  required  data  given  on  the  same  basis 
as  in  the  other  systems  for  the  five  dates  in  each  year  for  which  reports  are  made  by 
the  Comptroller  of  the  Currency.  This  information  is  platted  on  the  diagram  in  the 
broken  line,  and  is  such  as  to  indicate  that  even  if  we  had  similar  figures  for  weekly 
or  monthly  periods  the  elasticity  shown  would  not  be  materially  greater. 

There  is,  for  instance,  a  well-defined  annual  movement  of 
currency  out  of  New  York  and  the  financial  centers.  This  takes 
place  regularly  every  year,  commencing  usually  in  July  and 
August  and  continuing  until  well  into  December.  The  net 
movements  of  money  between  New  York  and  the  interior  are 
reported  each  week  in  the  financial  journals.  From  these  it 
appears  that  during  January  and  February  the  country  is  usually 
emptying  its  idle  money  into  New  York ;  in  March  there  is  a 
slight  reaction,  lasting  only  a  few  weeks,  and  from  May  till 
August,  the  tide  again  flows  strongly  toward  New  York.  With 
August  the  turn  comes,  and  the  movement  to  the  interior  is 
again  strong  and  continues  until  December. 

This  method  of  meeting  an  increased  demand  for  currency 
in  certain  sections,  mainly  by  withdrawing  supplier  fropi  other 


ELASTICnV  321 

districts  naturally  has  its  effects  on  the  currency  conditions  of 
the  places  which  are  called  upon  to  furnish  the  supplies  of  cur- 
rency. It  is  so  in  the  case  of  New  York.  With  the  commence- 
ment of  the  outward  currency  movement,  the  surplus  reserves 
of  the  New  York  .City  banks  begin  to  decline.  The  usual  period 
of  currency  shipments  West  and  South  is  the  period  of  diminish- 
ing reserves,  and  in  December,  as  the  current  turns,  the  reserves 
again  fill  up.  The  rates  of  interest  on  call  loans,  it  is  well  under- 
stood, vary  inversely  with  the  surplus  bank  reserves.  When 
reserves  are  low  the  rate  of  interest  is  sure  to  be  high,  and 
when  reserves  are  above  the  normal,  the  call  loans  are  again 
made  at  low  rates  of  interest.' 

There  is  another  way  in  which  the  efforts  of  the  banks  of 
this  country  to  meet  the  enlarged  autumnal  demand  in  rural  com- 
munities is  manifested.  This  is  through  the  operations  of  the 
banks  in  those  sections.  That  the  demand  is  for  note-currency, 
is  a  fact  well  known  to  the  bankers.  In  consequence,  the  affairs 
of  each  bank  are  as  far  as  possible  so  shaped  as  to  enable  it 
to  respond.  In  default  of  any  opportunity  for  the  rural  banks 
to  expand  their  issues,  the  first  source  of  supplies  of  currency 
for  this  purpose  is,  of  course,  their  own  local  reserves.  These 
are  at  the  commencement  of  the  autumnal  demand  usually  large 
enough  to  permit  a  considerable  reduction,  without  reaching  the 
danger  point.  The  next  step  is  the  securing  of  additional  cur- 
rency from  their  reserve  agents  in  the  cities  by  withdrawing  a 
portion  of  their  balances  on  deposit ;  and  a  final  step  is  the 
securing  of  currency  in  the  shape  of  loans  from  city  bank- 
correspondents  mainly  in  the  form  of  rediscounts. 

This  is  reflected  in  the  national  bank  reports  by  the  follow- 
ing figures  showing  the  amount  of  money  borrowed  by  national 
banks  in  the  cotton  states  —  North  Carolina,  South  Carolina, 
Georgia,  Alabama,  Mississippi,  Louisiana,  Arkansas  and  Texas, 
at  dates  approximating  March  i,  and  October  i,  in  each  year 
since  1 890 : 

February  28,  1890, $  2,181,000 

'  See  especially  the  data  in  the  article  entitled  "  Do  We  Want  an  Elastic  Cur- 
rency ?"  by  F.  M.  Taylor,  in  the  PoliiUal Science  Quarterly ^Vo\,  XL,  pp.  133-157. 
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October  2,  1 890, $14,480,000 

Febniary  26,  189 1, 5,548,000 

September  25,  1 891, i5i553,ooo 

March  i,  1892, 3,62i»ooo 

September  30,  1892, 10,849,000 

March  6,  1893, •    -  4,725,000 

October  2,  1893, 18,351,000 

Febniary  28,  1894, 1,941,000 

October  2,  1894, 11,111,000 

March  5,  1895, 2,761,000 

September  28,  1895, 10,803,000 

February  28.  1895, 4,016,000 

October  6,  1896, 11,098,000 

March  9,  1897, 1.385,000 

October  5,  1897, 9,611,000 

•^  2i6.  In  practically  every  other  country  this  normal  seasonal 
demand  for  an  enlarged  note-currency  is  met  by  a  prompt  and 
natural  expansion  of  the  volume  of  bank  notes.  In  our  own 
country  it  finds  in  our  national-bank  issues — as  elsewhere 
explained,  and  as  will  appear  by  comparing  the  last  diagram  with 
those  which  have  been  previously  given  —  an  absolutely  unre- 
sponsive medium.  In  part,  the  demand  is  met  by  withdrawals 
of  supplies  from  other  sections ;  in  part,  by  resort  to  inconvenient 
methods  of  doing  business.  But,  in  any  case,  the  problem  of 
elasticity  is  one  which  Secretary  Windom  well  characterized  in 
his  report  for  1890  in  the  following  terms: 

In  my  judgment  the  gravest  defect  in  our  present  financial  system 

is  its  lack  of  elasticity The  demand  for  money  in  this  country 

is  so  irregular  that  an  amount  of  circulation  which  will  be  ample  dur- 
ing ten  months  of  the  year,  will  frequently  prove  so  deficient  during 
the  other  two  months  as  to  cause  stringency  and  commercial  disaster. 
The  crops  of  the  country  have  reached  proportions  so  immense  that 
their  movement  to  market,  in  August  and  September,  annually  causes 
a  dangerous  absorption  of  money.  The  lack  of  a  sufficient  supply  to 
meet  the  increased  demands  during  those  months  may  entail  heavy 
losses  upon  the  agricultural  as  well  as  upon  other  business  interests. 

In  the  entire  treatment  of  this  topic  the  attention  has  been  con- 
fined to  those  normal  changes  in  the  supply  of  currency  which 
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are  responsive  to  certain  normal  fluctuations  of  demand.  In 
these  ways  the  question  of  elasticity  most  intimately  con- 
cerns our  currency  system,  because  they  are  involved  with  our 
ordinary  commercial  transactions.  There  is,  however,  another 
field  in  which  the  elastic  character  of  a  currency  may  be  still 
further  tested.  This  is  in  the  midst  of  a.  panic,-  or  some 
extraordinary  financial  or  monetary  stringency,  when  the  ability 
of  the  banks  to  allay  apprehension  through  their  power  of  fur- 
nishing an  adequate  supply  of  currency  may  be  a  matter  of 
great  importance.  This,  however,  is  a  matter  quite  distinct 
from  the  responsiveness  to  the  changes  in  normal  business 
demands  which  constitute  the  elasticity  here  discussed,  and  will 
therefore  be  considered  in  a  different  connection.  (See  pp. 
367-368.) 
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217.  Elasticity,  as  has  been  explained  under  the  preceding 
section,  involves  two  things : 

(i)  Expansion  with  increased  demand  for  currency. 

(2)  Retirement  of  this  currency  as  soon  as  the  need  for  it 
has  passed. 

The  supply  of  the  currency  is  always  properly  adjusted  to 
the  demand  for  it  by  the  mechanism  of  redemption.  The  ordi- 
nary deposit-currency,  as  has  been  shown,  is  preeminently  elas- 
tic ;  but  it  is  the  inelasticity  of  the  note-currency  which  produces 
the  most  troublesome  and  dangerous  conditions. 

It  has  been  explained  elsewhere  (see  pp.  23 1-233) ,  why  a  bank 
note-currency  resting  on  ordinary  commercial  discounts  is  able 
to  expand  readily  and  automatically  with  an  increase  of  business 
requiring  additional  currency.  The  placing  of  the  issue  of  cur- 
rency upon  such  a  basis,  and  the  removal  of  those  restrictions 
which  make  it  at  present  unprofitable,  will,  in  all  probability, 
induce  sufficient  expansion  to  meet  the  needs  of  commerce. 
But  to  secure  real  elasticity  it  is  not  enough  that  the  circulation 
should  expand  when  the  necessities  of  commerce  require  more 
currency ;  it  is  just  as  essential  that  it  should  promptly  contract 
when  those  necessities  have  gone  by.  Under  the  head  of  redemp- 
tion it  is  proposed  to  consider  the  mechanism  by  which  this  with- 
drawal of  any  excessive  currency  is  enforced  and  by  which  the 
supply  of  currency  is  adjusted  to  meet  the  lessened  demands. 

The  various  suggestions  for  the  alteration  of  the  basis  of  our 
bank  currency  which  have  recently  been  made,  have  included 
numerous  warnings  against  the  dangers  of  over-issue,  unless 
some  means  be  devised  to  force  the  withdrawal  of  bank  currency 
in  excess  of  business  needs.  For  this  purpose  it  has  been  pro- 
posed to  tax  such  currency  so  heavily  that  it  could  not  be  issued 
under  ordinary  conditions ;  to  require  the  withdrawal  of  certain 
portions  within  four  or  six  months ;  to  limit  the  aggregate  issues 
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to  a  certain  amount,  etc.  All  this  anxiety  for  something  to  force 
retirement  of  a  redundant  bank-currency  has  arisen  from  a  fail- 
ure to  appreciate  the  important  function  of  redemption  and  the 
way  in  which,  when  freely  developed,  it  serves  as  a  constant 
regulator  of  the  volume  of  the  currency. 

Nor  is  it  hard  to  discover  the  reason  for  this.  For  the  last  thirty 
years  we  have  had  in  the  United  States  a  bank-currency  system 
in  which  there  was  almost  no  inducement  to  the  development  of 
a  system  of  current  redemption  of  notes.  In  consequence  of  tax- 
ation and  restriction,  but  more  especially  because  of  the  require- 
ment for  investment  in  bonds,  there  is  no  profit  unless  the  circu- 
lation can  be  kept  outstanding  practically  all  the  time ;  there  is  a 
positive  loss  in  diverting  capital  to  the  issue  of  notes  to  meet  a 
temporary  demand  of  a  few  months  duration.  The  consequence 
is,  that  banks  in  general  take  out  no  more  notes  than  they  can 
hope  to  keep  permanently  in  circulation.  There  is,  therefore, 
little  or  none  of  the  incentive  to  a  bank  to  present  notes  of 
other  banks  for  redemption,  that  arises  from  the  desire  to 
create  a  vacuum  to  be  filled  by  its  own  notes,  for  the  profit 
thereon. 

2i8.  The  whole  process  is  merely  an  application  by  each 
bank  of  a  very  simple  principle,  the  key  to  which  is  self-interest. 
Every  banker  who  is  free  to  issue  additional  notes  without 
inconvenience  or  cost,  has  a  decided  interest  in  withdrawing 
from  circulation  the  notes  of  another  banker  in  order  to  make 
room  for  his  own.  This  is  the  force  back  of  redemption.  Under 
a  system  where  every  bank  was  free  to  issue  notes  up  to,  say,  8o 
per  cent,  of  its  capital  —  as  free  as  it  would  be  to  receive  depos- 
its—  it  is  inconceivable  that  a  bank  whose  issues  were  only  50 
per  cent,  of  its  capital,  upon  receiving  on  deposit  the  notes  of 
another  bank,  would  pay  them  out  again.  Why  should  it? 
For  any  purpose  for  which  a  bank-note  will  serve  —  such  as  the 
cashing  of  a  check,  or  the  discount  of  a  note,  or  the  grant  of  a 
loan  —  its  own  notes  can  be  used  without  cost  to  itself.  So  it 
naturally  pays  out  its  own  notes,  and  presents  the  others  for 
redemption,  thus  adding  to  its  cash  reserve. 

Under  such   a  system    a   banker,   whose    issues    had   not 


326  REPORT  OF  THE  MONETARY  COMMISSION 

approached  the  80  per  cent,  limit,  would  no  more  think  of 
allowing  the  notes  of  another  bank  to  remain  idle  on  his  hands, 
or  to  be  paid  out  again  where  his  own  notes  could  be  used,  than 
he  would  today  of  holding  checks  on  that  bank  just  because  he 
considers  them  good,  or  of  voluntarily  or  gratuitously  trans- 
ferring to  such  bank  a  portion  of  his  customers'  deposits. 
Such  an  act  would  in  fact  be  a  loan  without  interest  to  that  other 
bank  for  the  length  of  time  the  note  was  held,  or  (being  put 
into  circulation)  for  the  time  it  might  be  expected  to  remain 
outstanding  and  under  a  system  of  comparative  freedom  of  note- 
issue,  would  be  the  grossest  disregard  of  business  principles. 

It  is  in  this  way  that  under  any  banking  system  sufficiently 
liberal  in  terms  to  permit  adequate  expansion,  there  is  sure  to 
be  sufficient  incentive  to  retirement  to  keep  the  outstanding 
volume  of  note-issues  down  to  the  needs  of  business.  In  other 
words,  there  is  a  very  close  connection  between  the  ease  or  dif- 
ficulty of  issuing  notes  and  the  activity  and  efficiency  of  the 
redemption  system.  The  development  of  the  latter  is  depen- 
dent almost  entirely  upon  the  existence  of  a  system  of  issues 
sufficiently  liberal  to  permit  expansion  even  beyond  the  needs 
of  business;  for  it  is  only  then  that  the  competition  of  the 
banks  for  a  legitimate  profit  will  furnish  the  incentive  which  lies 
behind  a  system  certain  to  withdraw  redundant  currency.  When 
the  notes  are  no  longer  wanted  by  the  public  for  the  convenient 
transaction  of  its  business,  they  will  be  deposited  in  some  bank, 
and  as  soon  as  they  are  thus  deposited  they  will  be  put  on  the 
road  to  redemption  and  retirement  through  the  operation  of  the 
principles  described  above. 

219.  The  function  of  a  system  of  active  note-redemption  as  a 
regulator  of  the  character  of  the  currency  as  well  as  of  its 
volume,  also  demands  consideration.  It  is  only  when  the  value 
of  a  promise  to  pay  money  on  demand  is  being  constantly  put 
to  test  that  there  exists  no  danger  of  its  depreciation.  And  it 
is  through  redemption,  in  the  case  of  a  bank-currency,  that  this 
test  is  made.  Where  no  real  redemption  exists,  there  may  be 
danger  of  expansion,  since  the  most  powerful  agency  in  keeping 
down  the  supply  of  currency  to  the  amount  demanded,  and 
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keeping  its  character  up  to  the  standard,  is  absent;  but  where 
the  notes  are  being  constantly  tested  by  their  presentation 
for  redemption,  none  can  be  kept  in  circulation  which  are  not  up 
to  the  standard,  and  no  more  can  be  issued  than  the  public 
wishes  to  use.  And  to  place  impediments  in  the  way  of  quick 
redemption  is  practically  to  affect  the  value  of  the  currency — 
to  lower  it,  to  some  extent,  from  the  standard  to  which  it  should 
conform. 

One  of  the  most  noticeable  features  developed  in  the  bank- 
ing experience  of  New  England,  with  its  effective  system  of 
bank-note  redemption,  was  the  recognition  that  no  bank  could 
do  business  which  was  not  able  to  meet  its  notes  promptly,  and 
that  no  bank,  because  of  the  continuous  presentation  of  notes 
for  redemption,  was  able  to  extend  its  circulation  beyond  the 
point  of  safety.  It  was  largely  to  this  fact  that  New  England 
owed  that  superiority  which  its  currency  maintained  in  the  years 
before  the  War.* 

'  The  following  extracts  from  reports  of  Bank  Commissioners  in  Connecticut  and 
Maine,  during  the  period  covered  by  the  Suffolk  Bank  Redemption  System,  are 
instructive  upon  this  point : 

"  The  banking  system  in  New  England  ....  stands  undeniably  above  any  other  in 
the  United  States ;  and  the  world  can  scarcely  show  a  better  system  ....  In  the  opinion 
of  your  commissioners,  one  important  step  is  that  of  sustaining  and  giving  greater 
efficacy  to  the  arrangement  for  redemption,  now  known  as  "  the  Suffolk  Bank  System." 
This  method  has  been  salutary  in  its  influences,  and  has  tended  greatly  to  produce  a 
healthy  state  in  all  our  Connecticut  and  New  England  banks  ....  The  extent  of 
failures  that  would  have  occurred,  with  their  disastrous  results,  but  for  this  conserva- 
tive and  regulating  power,  may  be  judged  of,  somewhat,  by  contemplating  the  present 
state  of  monetary  affairs  throughout  the  South  and  West. 

The  currency  of  this  state  is  of  the  first  order,  and  cannot  be  improved,  being 
equal  to  gold  and  silver.  This  is  strong  language,  we  admit,  yet  perfectly  true ;  for 
every  bill-holder  can,  on  demand,  convert  his  bills  into  coin."  ...  —  Report  of  the 
Bank  Commissioners  of  Connecticut^  May  1 841. 

" ....  It  gives  your  commissioners  great  pleasure  to  be  able  to  say  that  not  one 
bank  failure  has  occurred  in  this  state ;  and  still  more,  that  there  has  not  been  a  soli- 
tary case  of  suspension,  nor  of  inability  to  redeem  their  bills  at  the  Suffolk  Bank, 
where  about  one-eighth  of  the  circulation  is  redeemed  weekly.  And  this  shows  satis- 
factorily that,  should  the  emergency  arise,  they  are  able  to  redeem  their  entire  circula- 
tion in  the  short  time  of  eight  weeks,  though  such  a  severe  test  of  their  soundness  is 
by  no  means  to  be  apprehended."  ...  —  Report  of  the  Bank  Commissioners  of  Con' 
necticui^  May  1842. 

"  The  system  of  redeeming  their  notes  at  the  Suffolk  Bank  is  still  continued  by 
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Such,  then,  are  the  principles  underlying  the  question  of 
redemption  of  bank  currency.  It  will  be  interesting  to  examine 
how  far  the  practice  in  different  countries  is  in  agreement  with 
the  principles  which  have  been  laid  down  above,  and  to  what 
extent  conditions  peculiar  to  the  United  States  have  produced 
other  results. 

CANADA. 

220.  In  Canada  the  banks  are  left  perfectly  free  to  issue  notes 
as  they  may  think  best  up  to  the  limit  imposed  by  law — the  par 
of  their  capital.  Inasmuch,  however,  as  the  capital  of  the  banks  of 
Canada  is  over  {60,000,000,  while  the  note  circulation  required, 
even  in  the  time  of  greatest  demand  in  the  fall  season,  is  rarely 
{40,000,000,  there  is  always  a  considerable  margin  between  the 

Uie  banks  in  this  state,  with  two  or  three  exceptions ;  and  as  every  bank  is  under  the 
necessity  of  redeeming  an  amount  nearly  equal  to  its  whole  circulation  every  sixty 
days,  it  operates  as  a  check  to  excessive  discounts  and  over-issues,  and  no  doubt  has 
exercised  a  salutary  influence  upon  the  paper  currency  of  New  England.  Although 
such  a  test  of  the  soundness  of  banks  is  not  infallible,  still  your  commissioners  have 
advised  those  banks  which  now  redeem  only  at  their  counters  to  adopt  it,  thereby 
producing  uniformity  of  action  throughout  the  state.'*  .  .  .  — Report  of  Bank  Commis- 
sianers  of  CoHfUcticut,  May  1 843. 

"  It  is  believed  to  be  impossible  for  the  banks,  so  long  as  the  system  of  frequent 
redemption  at  the  SufiFolk  Bank  is  continued,  to  sustain  as  large  a  circulation  as  they 
are  legally  entitled  to,  unless  it  is  those  of  small  capital. 

*'  This  system  of  redemption  your  commissioners  believe  to  be  a  very  salutary  one 
for  the  banks  and  the  people.  It  serves  as  a  check  upon  excessive  issues ;  and  so 
long  as  the  banks  promptly  meet  their  redemptions  at  that  point,  their  bills  will  not  be 
liable  to  be  discredited."  .  .  .  — Report  of  the  Bank  Commissioners  of  Connecticut, 
May  1846. 

"  The  *  Suffolk  System,*  though  not  recognized  in  our  banking  law,  has  proved 
to  be  the  great  safeguard  to  the  public.  Whatever  objections  may  exist  to  this  'sys- 
tem* in  theory,  its  practical  operation  is  to  keep  the  circulation  of  our  banks  within  the 
bounds  of  safety.  No  sound  bank  can  have  any  well  founded  reasons  for  refusing  to 
redeem  its  bills  in  Boston ;  and  a  bank  that  is  not  sound  cannot  long  do  business 
under  that  system,  and  ceases  to  be  in  good  credit  when  it  is  'thrown  out  at  the 
Suffolk."*  ....  — Report  of  the  Bank  Commissioners  of  Maine,  \%$T . 

"  There  is  no  difference  of  opinion  among  the  officers  of  the  banks  of  this  state, 
or  among  practical  business  men,  that  the  system  should  be  maintained  in  its  integrity, 
whatever  agent  or  agents  in  Boston  may  be  employed  for  doing  the  business.  The 
redemption  of  their  bills  in  Boston  by  all  the  New  England  banks  has  become  indis- 
pensable to  securing  an  extensive  par  circulation  for  their  currency,  and  in  facilitating 
the  transaction  of  business.'*  ...  —  Report  of  the  Bank  Commissioners  of  Maine, 
December  31,  1858. 
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amounts  actually  issued  by  the  banks  as  a  body  and  the  limits 
which  the  law  prescribes.  Ordinarily,  too,  this  same  latitude 
exists  in  the  case  of  any  individual  bank,  and  so  long  as  it  does 
exist,  the  practical  working  of  redemption  is  the  same  as  that 
suggested  above.  Each  banker,  as  the  only  means  by  which  the 
field  can  be  kept  clear  for  his  own  circulation,  regularly  sends 
in  for  settlement  the  notes  of  his  neighbors  precisely  as  he  does 
their  checks.  If  the  notes  are  those  of  a  bank  having  a  branch 
in  the  same  town,  he  sends  them  to  that  branch  for  settlement ; 
if  not,  he  sends  them  to  the  most  convenient  town  containing 
both  a  branch  of  his  bank  and  a  branch  of  the  bank  whose  notes 
he  wishes  to  present  for  redemption.  Except  in  those  occa- 
sional instances  where  the  legal  limit  of  circulation  has  been 
reached,  the  paying  out  by  one  bank  of  the  note  of  another 
bank  is  regarded  in  Canada  as  an  instance  of  grossest  disregard  of 
business  principles.  The  result  of  this  universal  attitude  of  the 
Canadian  banks  in  constantly  insisting  upon  daily  redemption 
of  notes  is  that  any  issue  beyond  the  current  needs  of  business 
soon  reaches  the  tills  of  some  bank,  by  which  it  is  promptly 
presented  for  redemption.' 

'  D.  R.  Wilkie,  Esq.,  General  Manager  of  the  Imperial  Bank  of  Canada,  replying 
to  the  inquiries  of  the  Monetary  Commission,  writes  as  follows : 

Toronto,  Can.,*  October  25,  1897. 
I  have  much  pleasure  in  replying  to  your  inquiries  regarding  the  system  of 
redemption  of  bank-notes  in  operation  in  Canada : 

1.  "Are  the  notes  of  the  Canadian  banks  presented  to  one  another  for  settlement 
through  the  clearing-houses  or  independently?" 

Answer:  The  notes  are  presented  to  one  another  for  settlement  through  the 
clearing-house  where  such  exists  —  (clearing-houses  are  in  operation  at  Montreal, 
Toronto,  Halifax,  Hamilton,  Winnipeg,  and  St.  John); — independently,  where  no  clear- 
ing-house exists  and  where  the  issuing  bank  is  represented, 

2.  "To  what  extent  in  either^case  are  balances  usually  paid  in  gold^or  Dominion 
notes?" 

Answer:  Altogether  in  Dominion  notes  —  no  gold  is  ever  used  in  settlement  of 
balances  under  existing  conditions.  Settlements  between  banks  outside  of  clearing- 
house points  are  by  mutual  arrangement  frequently  made  by  draft  on  a  financial 
center. 

3.  "  In  the  case  of  a  bank  situated  as  yours  is,  what  is  the  average  life  of  the 
notes  ?  In  other  words,  how  many  times  in  the  course  of  a  year  is  the  average  cir- 
culation issued  and  taken  in  again  ?" 

Answer:  The  average  circulation  is,  I  think,  about  equal  to  the  amount  paid  out 
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It  should  be  noted  in  this  connection  that  the  redemption 
involved  is  of  the  nature  of  a  clearing-house  transaction.  It  is 
very  rare  that  the  notes  of  a  bank  are  presented  to  it  for 
redemption  in  actual  coin.  For  as  the  notes  are  thoroughly 
secure,  the  public  has  no  reason  to  prefer  gold  or  a  Dominion 
note  to  the  note  of  a  Canadian  bank.  So  that  the  only  redemp- 
tion is  that  forced  by  the  banks  themselves ;  and  this,  where  there 
are  clearing-houses,  takes  place  through  them,  and  elsewhere 
by  exchanges  between  individual  banks  —  in  which  latter  case 
balances  are  settled  sometimes  by  Dominion  notes,  but  ordina- 
rily by  draft  upon  the  head  office.  It  appears  from  the  best  evi- 
dence obtainable  that,  on  the  average,  the  life  of  the  notes  of  a 
Canadian  bank  is  not  far  from  thirty  days.  In  other  words, 
the  entire  circulation  is,  on  an  average,  redeemed  twelve  times 
over  in  the  course  of  a  year. 

SCOTLAND. 

221.  In  Scotland  the  issue  of  currency  was  originally  upon 
the  same  basis  as  is  that  of  the  Canadian  banks,,  except  that 
there  was  no  maximum   limit  imposed.     Since  1845,  ^^  banks 

every  month.  The  notes  paid  out  each  month  amoant  to  about  the  average  circula- 
tion of  the  bank. 

4.  "  What  measures  do  banks  in  remote  districts  ordinarily  take  in  presenting  for 
payment  the  notes  of  banks  having  no  branch  in  their  vicinity?** 

Answer:  In  the  case  of  a  bank  receiving  notes  of  a  bank  not  represented  in  the 
same  town,  the  notes  of  the  issuing  bank  are  forwarded  by  the  receiving  bank  to  the 
latter's  nearest  branch  where  the  issuing  bank  also  is  represented.  Where  they  are 
cleared  in  the  usual  manner,  or  are  forwarded  to  a  redemption  center,  where  they  are 
collected  by  the  agent  of  the  receiving  bank  in  the  usual  manner,  between  certain 
points  mutual  arrangements  exist  for  the  interchange  of  notes  — each  parcel  being 
settled  for  by  draft  on  a  financial  center. 

Under  Section  55  of  our  Bank  Act  of  1890,  each  bank  is  obliged  to  establish 
agencies  for  the  redemption  of  its  notes  at  certain  points.     The  clause  reads : 

"  The  bank  shall  make  such  arrangements  as  are  necessary  to  ensure  the  circula- 
tion at  par  in  any  and  every  part  of  Canada  of  all  notes  issued  or  received  by  it  and 
intended  for  circulation ;  and  towards  this  purpose  the  bank  shall  establish  agencies 
for  the  redemption  and  payment  of  its  notes  at  the  cities  of  Halifax,  St.  John,  Char- 
lottetown,  Montreal,  Toronto,  Winnipeg,  and  Victoria,  and  at  such  other  places  as 
are,  from  time  to  time,  designated  by  the  Treasury  Board.*' 

I  have  only  to  add  that  the  system  works  to  perfection,  and  I  could  not  offer  any 
suggestions  whereby  it  could  be  improved. 
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have  been  permitted  to  issue  notes  to  the  amount  of  the  coin 
held  by  them,  and  some  $13,000,000  in  addition,  this  latter  sum 
being  the  amount  of  "uncovered"  notes  which  the  banks  now  in 
existence  issue  under  the  act  of  1845,  by  ^^  terms  of  which  they 
were  required  to  hold  coin  equal  in  amount  to  all  notes  issued 
in  excess  of  the  average  circulation  then  outstanding.  Inas- 
much, however,  as  the  development  of  the  deposit  system  has 
been  such  as  to  call  for  a  steadily  increasing  metallic  reserve 
without  special  regard  to  the  support  of  the  note-issues,  the  result 
has  been  to  leave  the  Scotch  banks  with  such  freedom  of  issue 
that  it  is  exceptional  when  their  circulation  is  within  $5,000,000 
of  that  which  their  holdings  of  cash  would  permit  them  to  issue. 

The  usual  practice  in  Scotland,  some  years  ago,  was  as 
follows :  **  By  agreement  among  the  banks,  exchanges  of  notes 
are  held  in  every  town  where  two  or  more  of  the  banks  have 
branches ;  in  every  instance  once  a  week,  on  Saturday ;  at  the 
larger  towns,  twice  a  week ;  and  at  Edinburgh  and  Glasgow, 
three  times  a  week.  The  settlement  of  the  Glasgow  and  coun- 
try exchanges  is  made  by  draft  on  Edinburgh,  and  the  general 
balance  of  the  whole  exchange  is  settled  at  Edinburgh  by  draft 
on  London."'  The  result  is  that  the  weekly  exchanges  of  notes 
of  the  Scotch  banks  amount  to  nearly  one-third  of  their  total 
circulation.  In  other  words,  the  circulation  is,  upon  an  aver- 
age, redeemed  nearly  twenty  times  over  in  each  year 

The  explanation  of  this  extremely  active  redemption  will  be 
recognized  as  that  which  has  been  suggested  above — the  desire 
of  each -bank  to  extend  its  own  circulation  against  that  of  its 
neighbors. 

SUFFOLK    BANK    REDEMPTION    SYSTEM. 

222.  The  most  interesting  feature  of  the  banking  experience 
of  New  England  was  the  system  of  bank-note  redemption  which 
was  there  developed — the  Suffolk  Bank  system — taking  its  name 
from  the  bank  which  acted  as  the  redeeming  agent. 

Prior  to  the  inauguration  of  the  system,  in  1824,  the  notes 
of  banks  situated  at  some  distance  from  Boston  were  received 

'See  Report  of  House  of  Commons  Committee  on  Banks  of  Issue,  1875. 
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only  at  a  discount  by  the  Boston  banks.  This  was  usually  only 
sufficient  to  cover  the  expense  involved  in  sending  the  notes 
home  for  redemption,  and  in  later  years  it  rarely  exceeded  one- 
half  of  I  per  cent,  for  the  bills  of  Massachusetts  banks.  This 
discount,  however,  although  slight,  allowed  the  bills  of  the 
country  banks  to  circulate  in  Boston  to  the  exclusion  of  those 
of  the  Boston  banks,  which  being  redeemable  on  the  spot 
remained  at  par.  So  long  as  the  issuing  country  banks  were 
known  to  be  solvent,  their  notes  passed  readily  from  hand  to 
hand  in  ordinary  business  transactions,  although  at  the  banks 
they  were  not  accepted  at  par.  Persons  having  payments  to 
make  at  a  Boston  bank,  therefore,  found  it  advisable  to  lay  aside 
for  that  purpose  any  notes  of  Boston  banks  which  might  come 
into  their  hands,  as  such  notes  and  specie  were  the  only  forms 
of  currency  accepted  at  par  by  the  banks.  The  outside  notes, 
however,  which  were  readily  accepted  in  business,  were  paid  out 
again  by  the  merchants,  and  thus  kept  in  circulation.  The  con- 
sequence was  that  the  field  of  circulation,  even  in  Boston,  was 
monopolized  by  the  notes  of  outside  banks,  on  the  principle 
that  the  cheaper  money  drives  out  the  dearer. 

It  was  to  remedy  this  state  of  affairs  by  insisting  upon  the 
maintenance  of  all  the  currency  at  par  that  the  Suffolk  Bank 
system  was  inaugurated.  The  general  arrangement  made  between 
the  Suffolk  Bank  and  the  other  banks  of  New  England,  which 
were  soon  drawn  into  the  system,  was  as  follows : 

Each  bank  placed  with  the  Suffolk  a  permanent  deposit  of 
t2,ooo  and  upwards  without  interest — the  amount  depending 
upon  the  capital  and  business  of  the  bank.  In  consideration  of 
this  deposit,  the  Suffolk  Bank  redeemed  all  the  bills  of  that  bank 
which  might  come  to  it  from  any  source,  charging  the  redeemed 
bills  to  the  issuing  bank  once  a  week,  or  whenever  they  amounted 
to  a  certain  fixed  sum ;  provided  that  the  bank  kept  a  sufficient 
amount  of  funds  to  its  credit,  independent  of  the  permanent 
deposit,  to  redeem  all  of  its  bills  which  should  come  into  the 
possession  of  the  Suffolk  Bank.  It  was  further  agreed  that  the 
Suffolk  Bank  should  receive  from  any  of  the  New  England 
banks  which  kept  an  account  with  it,  the  bills  of  any  other  New 
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England  bank  in  good  standing,  placing  them  to  the  credit 
of  the  bank  sending  them,  on  the  day  following  their  receipt. 
When  any  bank  refused  to  join  the  Suffolk  Bank  system  the 
Suffolk  Bank  merely  presented  its  notes  for  payment  in  specie 
at  its  counter.  In  such  cases  notes  of  other  banks  would  not  be 
accepted  in  redemption. 

This  practice  united  practically  all  the  banks  of  New  Eng- 
land, and  in  a  large  measure  insured  the  prompt  redemption  of 
their  notes  at  par  at  all  times  in  Boston.  Inasmuch  as  this  city 
was  the  center  of  the  commercial  interests  of  New  England  and 
because  Boston  funds  were  at  par  elsewhere,  a  note  which  could 
be  used  at  par  in  remittances  to  Boston  was  never  depreciated 
in  any  part  of  New  England. 

At  first  there  was  much  hostility  to  the  system  on  the  part 
of  some  of  the  banks.  They  objected  strenuously  to  the  necessity 
imposed  on  them  of  making  arrangements  for  the  redemption 
of  their  notes  at  Boston,  and  occasionally  a  bank  seceded  from 
the  system  in  the  hope  of  getting  an  increased  circulation.  In 
such  cases,  however,  it  at  once  appeared  that  its  circulation 
was  then  limited  to  the  immediate  vicinity  of  the  place  of  issue, 
and  the  inconvenience  and  loss  of  confidence  resulting  soon  led 
to  a  renewal  of  the  agreement.  In  general,  it  was  the  practice  of 
each  bank  to  gather  together  the  bills  of  all  the  other  banks 
paid  in  over  its  counter  and  include  them  in  its  weekly  remittance 
to  the  Suffolk  Bank  for  the  purpose  of  offsetting  the  redemptions 
of  its  own  bills.  In  this  way  there  was  very  little  necessity  for 
redemption  in  specie,  the  Suffolk  Bank  merely  acting  as  a 
Clearing-House  where  the  notes  of  one  bank  were  offset  against 
those  of  the  others. 

In  Rhode  Island  there  was  early  inaugurated  a  sub-system 
of  redemption  on  practically  the  same  basis  as  the  central  sys- 
tem. The  Merchants'  Bank  of  Providence  had  an  arrangement 
with  all  other  banks  of  the  State  of  Rhode  Island  similar  to  that 
which  the  Suffolk  Bank  had  with  its  correspondents.  The  Mer- 
chants' Bank  received  from  each  Rhode  Island  bank  at  par,  the 
bills  of  any  New  England  bank,  except  those  in  the  same  town 
where  the  remitting  bank  was  situated ;  and  also  redeemed  at 
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par  the  notes  of  each  Rhode  Island  bank.  This  obviated  the 
necessity  that  each  bank  in  that  state  should  maintain  a  deposit 
with  the  Suffolk  Bank.  The  Merchants'  Bank  of  Providence  sent 
regularly  to  the  Suffolk  Bank  the  notes  of  all  New  England 
banks  outside  of  Rhode  Island  which  it  received.  It  maintained 
at  the  Suffolk  a  deposit  sufficient  to  meet  the  notes  of  all  the 
Rhode  Island  banks.  The  result,  therefore,  was  that  in  every 
town  where  there  were  three  oi  four  banks,  those  banks  exchanged 
notes  with  one  another.  The  Merchants'  Bank  cleared  the  notes 
for  all  the  Rhode  Island  banks  not  covered  by  the  exchanges 
between  banks  of  the  same  town,  while  at  the  Suffolk  the 
exchange  between  the  banks  of  Rhode  Island  as  a  whole,  and 
those  of  the  rest  of  New  England,  was  carried  on. 

The  amount  of  notes  annually  redeemed  through  the  Suffolk 
Bank  increased  gradually  from  {75,000,000  in  1834,  to  {400,- 
000,000  in  1858.  The  total  expenses  incurred  by  the  bank  in 
this  work  for  the  latter  year,  amounted  to  f  40,000.  In  other 
words,  the  business  of  assorting  and  clearing  the  notes  was 
carried  on  at  an  expense  of  only  10  cents  per  f  looo. 

NATIONAL    BANK   REDEMPTION   AGENCY. 

223.  The  redemption  of  the  national  bank  notes  is  carried  on 
through  the  Redemption  Agency  in  Washington  in  conformity 
to  the  act  of  June  20,  1874.  By  the  terms  of  that  act  each  bank 
is  obliged  to  maintain  with  the  Treasurer  of  the  United  States  a 
deposit  of  5  per  cent,  of  its  outstanding  notes  as  a  redemption 
fund.  The  Treasurer  then  redeems  the  notes  of  all  national 
banks,  whether  assorted  or  not,  when  presented  in  sums  of  f  1000, 
or  any  multiple  thereof.  The  regulations  under  which  this 
redemption  is  now  effected  are  as  follows ; 

.  Bank  notes  may  be  forwarded  either  by  individuals  or  banks 
by  express  to  the  Redemption  Agency  in  Washington  from  any 
point  within  the  United  States.  The  transportation  charges 
upon  these  notes  are  paid  by  the  Treasurer,  and  assessed,  together 
with  the  other  expenses  of  the  Redemption  Agency,  upon  the 
banks.  Payment  for  the  notes  may  be  made  to  the  sender  in 
one  of  several  different  ways.    Which  mode  of  payment  will  be 
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selected  depends  upon  whether  the  notes  are  sent  by  an  individ- 
ual, or  by  a  bank,  and  whether  the  place  from  which  they  are 
shipped  has  a  sub-treasury  or  not.  In  case  a  sub-treasury  is 
located  at  the  point  from  which  they  are  shipped,  payment  will 
be  made  by  draft  on  that  sub-treasury,  or  in  new  United  States 
paper  currency  sent  by  express  at  government  contract  rates  at  the 
expense  of  the  consignee."  In  case  there  is  no  subtreasury  at 
the  point  from  which  the  notes  are  forwarded,  they  may  be  paid 
for  by  the  shipment  of  new  United  States  notes  by  express  at 
the  expense  of  the  consignee,  or  in  silver  coin  at  the  expense  of 
the  government,  in  sums  or  multiples  of  S200.  If  the  shipper 
is  a  national  bank,  payment  for  the  notes  may  be  made  by  giv- 
ing a  credit  for  the  amount  on  account  of  the  5  per  cent,  redemp- 
tion fund,  or  on  account  of  taxation,  assessments,  or  withdrawal 
of  circulation.  If  the  bank  is  a  designated  despository  of  the 
United  States,  credit  may  be  given  on  general  account.  All 
notes  thus  received  and  settled  for  by  the  Treasurer  out  of  the 
redemption  fund  deposited  with  him  by  the  banks  are  then 
assorted  so  that  the  notes  of  each  bank  are  separated  from  the 
others.  The  Treasury  is  then  the  holder  of  a  quantity  of  the 
notes  of  various  banks.  The  notes  of  each  bank  not  reducing 
its  circulation  are  charged  against  its  credit  on  account  of  the  5 
per  cent,  redemption  fund,  and  such  of  them  as  are  in  condition 
to  be  re-issued  are  forwarded  to  the  bank  where  they  originated, 

'  The  contract  rates  for  the  transportation  of  all  kinds  of  paper  currency  to  or 
from  Washington  are  — 

Between  Washington  and  points  in  the  territory  of  the  United  States  Express 
Company  and  reached  by  it,  20  cents  per  $1,000,  or  fractional  part  thereof  over 
$500 ;  sums  of  $500,  or  fractional  part  thereof,  10  cents. 

Between  Washington  and  points  in  the  territory  of  another  express  company, 
excepting  points  in  Texas,  Arkansas,  Colorado,  Kansas,  Nebraska,  Montana,  North 
Dakota,  South  Dakota,  Wyoming,  and  the  Indian  and  Oklahoma  Territories,  60  cents 
per  $1,000,  or  fractional  part  thereof  over  $500;  sums  of  I500,  or  fractional  part 
thereof,  40  cents. 

Between  Washington  and  points  in  Colorado,  Kansas,  and  Nebraska,  75  cents 
per  $1,000,  or  fractional  part  thereof  over  $500 ;  sums  of  $500,  or  fractional  part  thereof, 
50  cents. 

Between  Washington  and  points  in  Texas,  Arkansas,  Montana,  North  Dakota, 
South  Dakota,  Wyoming,  and  the  Indian  and  Oklahoma  Territories,  $l  per  $1,000,  or 
fractional  part  thereof  over  $500 ;  sums  of  $500,  or  fractional  part  thereof,  65  cents. 
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the  express  charges  being  paid  by  the  Treasurer  and  assessed 
upon  the  banks  with  other  expenses  of  the  Redemption  Agency. 

Such  of  the  notes  as  are  too  much  soiled  or  worn,  or  are  other- 
wise unfit  for  re-issue,  are  sent  to  the  Comptroller  of  the  Currency 
and  are  destroyed,  new  notes,  unsigned,  of  equal  face  value  being 
forwarded  to  the  bank  in  their  place.  In  this  case,  however,  the 
express  charges  upon  the  new,  unsigned,  notes  are  collected  at 
government  contract  rates  from  the  bank  upon  delivery.  Inas- 
much, however,  as  the  government  contract  rates  with  express 
companies  are  much  lower  than  regular  rates,  the  companies 
require  that  the  government  guard  against  the  danger  that  the 
operation  of  redemption  in  Washington  may  be  used  to  avoid 
shipment  of  currency  at  regular  rates  by  one  bank  to  another  and 
thus  to  escape  the  payment  of  exchange  rates.  Hence  it  has  been 
made  a  regulation  that  no  bills  of  exchange  shall  be  furnished 
in  payment  for  the  notes  sent  in  for  redemption.  Thus  unless 
express  charges  are  prepaid  at  regular,  instead  of  government, 
rates,  remittance  will  not  be  made  by  draft  on  a  sub-treasury 
(except  in  cases  where  the  sub-treasury  is  located  in  the  city 
from  which  the  notes  are  forwarded) .  Nor  will  a  draft  on  a 
sub-treasury  be  forwarded  to  any  bank  outside  the  city  in  which 
the  bank  shipping  the  currency  is  located,  for  this  might  result 
in  a  saving  on  exchange  to  the  bank  due  to  the  difference 
between  the  government  and  the  regular  express  rates.  For  the 
same  reason,  currency  shipped  in  payment  for  the  notes  redeemed 
will  not  be  sent  to  any  place  other  than  that  from  which  the 
notes  were  originally  received. 

But  no  notes  of  any  bank  will  be  forwarded  to  it  in  excess 
of  the  amount  credited  to  it  upon  account  of  the  5  per  cent, 
redemption  fund.  In  case  it  appears  upon  counting  the  notes 
that  the  Treasurer  has  redeemed  notes  in  excess  of  the  amount 
on  deposit  in  the  5  per  cent,  fund  to  the  credit  of  the  bank 
which  issued  them,  the  excess  amount  is  retained  by  the  Treas- 
urer, and  only  so  many  are  forwarded  as  are  sufficient  to  exhaust 
the  bank's  credit  on  the  5  per  cent,  account.  The  bank  is  at  the 
same  time  notified  of  the  shipment,  and  is  informed  that  the 
amount  necessary  to  restore  the  fund  to  $  per  cent,  of  the  out- 
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Standing  circulation  must  at  once  be  deposited  with  the  Treasurer. 
This  deposit  may  be  made  in  any  one  of  four  ways.  Either  (i) 
the  bank  may  send  to  the  Assistant  Treasurer  in  New  York  a  draft 
on  New  York,  in  which  case  the  Assistant  Treasurer  forwards  a 
certificate  of  deposit  to  Washington;  or  (2)  it  may  deposit  the 
money  in  any  sub-treasury,  and  forward  certificates  of  deposit 
therefor  to  Washington ;  or  (3)  it  may  remit  national  bank  notes 
direct  to  Washington,  the  express  charges  being  paid  by  the 
Treasurer  and  assessed  upon  the  system  ;  or  (4)  it  may  remit  law- 
ful money  direct  to  Washington,  the  express  charges,  if  not  pre- 
paid, being  deducted  at  government  contract  rates.  If  the  bank 
is  reducing  its  circulation  and  has  previously  deposited  lawful 
money  with  the  Treasurer  for  that  purpose,  the  notes  received 
for  redemption  are  charged  against  the  bank's  credit  for  lawful 
money  deposited,  and  are  then  destroyed. 

224.  Under  the  Scotch  system,  as  appears  from  the  evidence 
submitted,  the  redemptions  are  so  active  that  the  entire  circula- 
tion is  redeemed  twenty  times  over  in  a  year ;  under  the  Cana- 
dian system,  with  its  more  scattered  territory,  twelve  times  in  a 
year ;  and  even  under  the  Suffolk  Bank  system  in  the  days  before 
the  War,  with  the  inferior  transportation  facilities  of  that  time, 
the  aggregate  redemptions  in  the  course  of  a  year  amounted  to 
eight  times  the  average  circulation  of  the  banks  in  the  system. 

As  appears  from  the  figures  given  in  Appendix  II  (Table  29), 
the  annual  redemption  of  the  notes  of  the  national  banks  in  recent 
years  has  not  varied  much  from  50  per  cent,  of  the  average 
circulation.  This  sluggishness  of  redemption  under  the  national 
bank  system,  however,  is  nothing  more  than  could  have  been 
anticipated ;  not  because  of  the  security  of  the  currency,  for,  as 
has  already  been  shown,  the  currency  being  perfectly  good,  the 
motive  behind  a  demand  for  redemption  in  this  case  has  nothing 
whatever  to  do  with  its  security,  but  because  of  the  desire  to 
make  a  field  for  additional  circulation,  which  prompts  one  bank 
to  present  for  redemption  the  notes  of  another.  All  this,  of 
course,  applies  only  to  a  system  where  the  goodness  of  the 
notes  is  perfectly  assured.  Were  there  any  doubt  on  this  point, 
eagerness  to  realize  on  the  notes  would  become  the  controlling 
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motive.  Under  our  national  bank  system  the  motive  for  the 
presentation  of  notes  known  to  be  perfectly  sound  has  been 
absent,  owing  to  the  restrictions  upon  the  issue  of  currency,  and 
the  necessity  for  investing  in  securities  bearing  a  relatively  low 
rate  of  interest.  It  has  not  been  profitable  for  banks  to  issue 
circulation  at  all,  except  to  the  extent  that  it  might  be  kept  in 
circulation  throughout  the  entire  year.  The  ordinary  bank, 
therefore,  has  made  no  provisions  for  supplying  itself  with  notes 
which  it  might  issue  beyond  the  amount  which  it  already  has 
outstanding.  When  the  notes  of  other  banks  are  received  by  it, 
it  has  no  notes  of  its  own  which  it  can  put  out  in  their  place. 
As  a  consequence,  all  incentive  for  the  redemption  of  the  notes 
is  taken  away.  The  bank  receiving  them  has  to  pay  out  -some- 
thing over  its  counter,  and  as  it  has  no  notes  of  its  own  which 
may  be  issued,  it  can  as  well  reissue  the  notes  of  other  national 
banks  as  have  them  converted  into  greenbacks  and  pay  out  the 
greenbacks. 

Practically  the  only  exception  to  this  rule  is  observed  in  the 
case  of  the  banks  of  certain  Eastern  cities.  The  banks  in  New 
York  City,  or  example,  upon  receiving  notes  of  national  banks 
in  remittances  from  country  correspondents  (not  having  occa- 
sion to  pay  them  out  again  over  the  counter — since  the  busi- 
ness of  city  banks  is  carried  on  mainly  through  the  deposit- 
currency)  wish  to  convert  them  into  lawful  reserve.  As  these 
notes  are  received,  therefore,  they  are  sorted  out  and  presented 
through  the  Redemption  Bureau  at  Washington  for  redemption. 
As  will  be  seen  from  Table  32  given  in  Appendix  II  more 
than  one-half  of  the  entire  amount  of  the  national  bank  notes 
presented  for  redemption  in  recent  years  has  come  from  the 
banks  of  New  York  City.  The  extent  to  which  they  have 
promptly  and  regularly  availed  themselves  of  the  existing 
redemption  system  shows  that  the  system  itself  is  not  at  fault. 
Its  sluggishness  is  due,  not  to  inherent  defects  in  the  system, 
but  to  the  lack  of  incentive  to  redemption  which  lies  in  the 
present  requirements  for  the  issue  of  circulation.  As  those 
requirements  are  modified,  and  each  section  of  the  country  per- 
mitted to  supply  itself  freely  with  the  currency  which  it  needs 
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for  the  convenient  transaction  of  its  business,  a  motive  for 
redemption  will  develop,  and  the  system  will,  without  doubt, 
assume  an  activity  more  like  that  of  the  redemption  systems  of 
Canada  and  Scotland. 

It  appears  from  the  facts  collected  by  the  Comptroller  of 
the  Currency  that  in  1890,  at  a  time  when  the  national  banks  of 
the  country  had  outstanding  only  $125,000,000  of  bank-notes, 
the  amount  of  such  notes  daily  received  by  the  banks  in  the 
ordinary  course  of  their  business  was  between  $4,000,000  and 
$5,000,000;  while  the  amount  presented  for  redemption  was 
less  than  $250,000.  The  remainder  were  paid  out  again  in  the 
ordinary  course  of  business,  because  some  sort  of  currency  must 
be  used,  and  the  banks  into  which  they  had  been  paid  were  not  in 
a  position  to  issue  notes  of  their  own  to  meet  the  demand.  If, 
however,  the  law  at  that  time  had  permitted  those  banks  to  issue 
notes  up  to  60  per  cent,  of  their  capital,  without  further  deposit 
of  bonds,  they  would  have  been  able,  so  far  as  legislative  restric- 
tions were  concerned,  to  put  out  over  $200,000,000  additional 
notes.  Each  bank  of  $100,000  capital  in  the  West  and  South, 
having  at  that  time  only  $22,500  of  notes,  all  of  them  in  circula- 
tion, would  have  been  able  to  issue  $37,500  more,  if  so  many 
were  wanted.  The  outcome  would  have  been  that  the  banks 
receiving  on  deposit  $5,000,000 — each  having  no  need  for  those 
that  it  received  which  could  not  be  as  well  met  by  its  own  notes 
—  would  have  presented  all  these  notes  for  redemption  and  the 
aggregate  redemptions  for  the  year  would  probably  have  been 
$1,500,000,000,  instead  of  being  but  $70,000,000. 

225.  Under  our  national  bank  ex})erience,  with  its  rigid 
requirements  for  bond  investments,  etc.,  the  banks  have  been 
more  anxious  to  keep  their  circulation  down  to  that  obtained 
upon  the  smallest  bond-deposit  permitted,  than  to  compete  with 
one  another  for  an  extension  of  the  circulation.  The  tendency 
has  thus  been  to  restrict  the  bank  currency  to  a  permanent  field. 
The  individual,  knowing  that  the  bank-note  is  perfectly  secure, 
has  no  reason  to  make  any  distinction  between  it  and  actual 
coin  or  other  lawful  money,  except  so  far  as  one  or  the  other 
may  best  suit  his  convenience.     He  never  thinks  of  asking  for 
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the  redemption  of  the  note,  and  where  he  has  occasion  to  make 
a  deposit  in  a  bank,  takes  no  pains  to  sort  out  for  deposit  the 
bank-notes  as  distinguished  from  government  notes,  or  coin. 
But  in  case  the  issue  of  notes  were  comparatively  free,  as  in 
Canada,  the  moment  the  deposit  should  reach  the  hands  of  a 
banker,  the  difference  would  show  itself.  The  government  notes 
and  coin  would  be  sorted  out,  and  placed  aside  as  so  much  cash 
reserve ;  the  bank-notes,  which  had  been  regarded  by  the  out- 
side public  as  currency,  would  be  regarded  by  the  banker  merely 
as  the  obligations  of  other  banks  to  pay  him  money  on  demand, 
and  would  be  treated  precisely  as  checks  would  be.  On  reaching 
the  banker  they  would  lose  their  character  as  currency,  for  in  that 
capacity  he  would  have  no  use  for  them,  all  demands  for  currency 
being  satisfied  from  his  own  reserve  of  notes,  which  might  be 
issued  if  desired ;  the  notes  of  other  banks  would  become  mere 
bank  obligations,  which  could  be  used  to  secure  additional  cash 
reserve,  or  to  offset  indebtedness  due  to  the  issuing  bank — a 
purpose  for  which  the  bank's  own  notes  would  not  suffice. 


UNIFORMITY  OF  NOTE  ISSUES. 

226.  An  experience  of  a  third  of  a  century  with  a  currency 
uniform  throughout  the  country  has  naturally  left  in  the  minds 
of  the  American  people  a  most  favorable  impression.  To  the 
ordinary  business  man  the  security  and  uniformity  of  the  issues 
furnished  by  the  national  banks  have  been  its  most  marked 
characteristics,  and  whatever  support  the  national  banking  system 
has  enjoyed  has  been  in  a  large  measure  due  to  the  satisfactory 
qualities  of  its  circulation  in  these  particulars. 

It  is  only  necessary  to  contrast  with  this  experience  the  sys- 
tem of  bank  currency  which  existed  in  the  decade  before  the 
War.  In  the  matter  of  security  the  difference  is,  it  is  true,  in 
some  cases  a  marked  one,  although  there  were  in  the  earlier 
periods  numerous  state  systems  whose  experience  demonstrated 
the  security  of  the  currency.  But  it  was  in  the  matter  of  uni- 
formity— or  lack  of  it — that  the  difference  was  most  marked 
and  the  inconveniences  arising  most  embarrassing.  A  person 
traveling  from  Illinois  to  New  England  in  the  years  before  the 
War  was  compelled  several  times  in  the  course  of  the  journey 
to  exchange  the  currency  he  carried  for  other  notes.  The  notes 
of  Illinois  banks,  though  of  known  value,  might  not  circulate 
to  any  extent  in  Indiana  and  Ohio ;  and  the  notes  of  the  banks 
of  those  states  might  be  considerably  depreciated  in  New  York, 
while  the  notes  of  the  New  York  banks,  even  where  issued  by 
institutions  locally  known  to  be  sound,  would  not  pass  at  par 
in  Boston.     The  reasons  for  this  were  two. 

227.  The  first  was  that  outside  the  locality  in  which  the  notes 
were  put  out,  the  conditions  of  their  issue  were  not  known ;  the 
banks  of  one  state  were  permitted  to  issue  upon  terms  totally 
different  from  those  of  another  state ;  even  in  the  same  state  some 
of  the  banks  were  operating  under  one  law,  and  others  under 
another,  or  under  special  charters.  As  a  consequence,  not  only 
was  a  knowledge  of  the  conditions  of  issue  required,  but,  since 
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the  banks  were  not  bound  together  in  any  way  to  make  good 
petty  losses  due  to  the  failure  of  individual  banks,  a  knowledge 
of  the  management  and  standing  of  each  bank  was  also  neces> 
sary.  And,  as  outside  the  locality  of  issue,  few  of  those  who 
had  occasion  to  use  bank-notes  possessed  information,  except 
as  to  a  few  large  and  well-known  banks,  or  banks  o|>erating  under 
a  well-established  and  well-known  system  such  as  that  of  New 
England,  depreciation  at  a  distance  from  the  place  of  issue  was 
inevitable. 

But  an  even  more  important  factor  in  bringing  about  their 
depreciation  away  from  home — and  one  which  would  have 
existed  even  if  the  notes  had  been  known  by  every  one  to  be 
good — was  the  question  of  exchange.  A  note  calling  for  one 
dollar  in  s|>ecie  in  Illinois,  was  not  worth  one  dollar  in  Ohio, 
because  of  the  expense  involved  in  getting  the  note  redeemed. 
And  the  further  from  home  the  test  was  made,  and  the  more 
difficult  the  means  of  transportation,  the  greater  the  depreciation 
resulting  from  this  cause.  The  principle  involved  is  the  same 
as  that  governing  the  ordinary  charge  for  exchange  in  the 
matter  of  checks  and  drafts,  and  though,  owing  to  the  extreme 
development  of  transportation  facilities,  the  charge  could  never 
again  be  in  this  country  what  it  was  before  the  war,  if  it  should 
exist  at  all,  it  would  be  a  source  of  constant  annoyance  and 
inconvenience. 

The  comparative  superiority  in  the  matter  of  uniformity 
under  the  Suffolk  redemption  system — which  by  redemption  at 
par  in  Boston  maintained  the  currency  equal  to  specie  every- 
where in  New  England  —  over  that  of  other  states,  such  as  New 
York — where  the  currency  of  the  country  banks  was  redeemed 
in  the  financial  centers  only  at  a  discount  —  naturally  impressed 
those  who  drafted  the  original  National  Bank  Act.' 

'  In  New  York  the  first  legislative  step  toward  remedying  defects  arising  from  the 
extensive  circulation  in  the  trade  centers  of  notes  not  worth  their  face  value,  was  in 
1840,  but  it  did  not  attempt  to  interfere  with  the  matter  of  exchange. 

Every  bank  was  required  to  arrange  for  the  redemption  of  its  notes  in  New  York 
or  Albany  at  a  discount  not  exceeding  %  per  cent.  Under  this  scheme  however,  a 
curious  practice  was  developed.  It  was  found  that  a  bank  could  be  more  profitably 
organized  at  some  remote  point  than  in  these  cities,  even  though  its  main  business 
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228.  Even  in  Canada  in  recent  years,  while  the  notes  of  Ihe 
banks  were  known  to  be  good — being  issued  by  a  comparatively 
few  large  institutions,  easily  recognizable  and  known  to  be  lim- 
ited in  amount  and  the  conditions  under  which  they  were  issued 
being  well  known  —  the  same  difficulty  has  been  observed. 
Prior  to  the  passage  of  the  act  of  1890,  the  Canadian  banks 
were  required  to  redeem  their  notes  only  at  the  place  of  issue. 
As  a  consequence,  the  notes  of  a  Halifax  bank,  if  they  should 
by  any  means  have  gone  to  Vancouver,  might  have  been  at  a 
discount  owing  to  the  delay  and  expense  involved  in  sending 
them  home  for  redemption.  So,  too,  the  movement  of  funds 
being  in  general  from  the  maritime  provinces  toward  Ontario 
and  Quebec,  the  notes  of  Nova  Scotia  banks  would  be  at  a 
slight  discount  in  Toronto  and  Montreal,  just  as  drafts  upon 
those  banks  would  naturally  be.  The  revised  bank  act  of  1890 
provided  that  every  bank  should  redeem  its  notes  in,  at  least, 
one  city  in  each  of  the  provinces.  And,  as  the  relations  of  the 
banks  in  each  province  centered  about  the  city  designated,,  all 
discount  for  geographical  reasons  was  thereby  done  away  with, 
and  a  distinctly  national  character  imparted  to  the  currency. 

was  actually  to  be  done  and  notes  paid  out  in  Albany  or  New  York.  For  after  pay- 
ing out  the  notes  at  par,  they  could  be  redeemed  at  a  discount  of  %,  per  cent. —  by 
which  means  a  considerable  profit  might  be  made  additional  to  the  other  profits  of 
the  bank.  To  put  a  stop  to  this  practice,  an  act  of  1848  required  that  the  usual 
business  of  each  bank  should  be  transacted  only  at  the  location  designated  in  its 
certificate.  By  the  act  of  April  15,  1 85 1,  the  city  of  Troy  was  added  to  the  redemp- 
tion cities,  and  the  maximum  discount  at  redemption  agencies  reduced  to  one  fourth 
of  I  percent. 

Some  of  the  banks,  however,  voluntarily  bettered  the  provisions  of  law,  and 
arranged  for  the  redemption  of  their  notes  at  par  in  New  York.  The  apprehension 
that  this  course  would  restrict  the  circulation  of  the  banks  so  redeeming,  proved  to 
be  unfounded  —  the  circulation  of  the  banks  redeeming  at  par  in  New  York  being 
evidently  given  a  wider  circulation  thereby. 

In  1858,  an  "assorting  house"  was  organized  in  connection  with  the  Merchants* 
Bank  and  the  Bank  of  the  Interior,  under  their  joint  management.  This  redeemed 
the  notes  of  New  York  country  banks  at  the  regular  discount  of  )i  per  cent.  (25  cents 
per  $100),  and  the  notes  of  New  England  banks  at  ^^  per  cent.  The  country  banks 
redeemed  the  notes  from  the  "  assorting  house  "  through  their  agencies  at  a  discount 
of  15  cents  per  ^100,  leaving  the  "assorting  house  "  10  cents  per  |ioo  for  its  compen- 
sation. Thereupon  the  Metropolitan  Bank,  which  then  acted  as  redeeming  agent, 
immediately  reduced  its  rates  for  redemption  to  %  per  cent. 


344  REPORT  OF  THE  MONETARY  COMMISSION 

So,  too,  in  the  United  States,  the  requirement  which  has 
existed  for  over  thirty  years,  that  our  national  bank  notes  shall 
be  received  at  par  by  every  national  bank  in  payments  of  all 
indebtedness  to  it,  and  by  the  United  States  in  payment  of  dues, 
has  been  the  chief  factor  in  making  the  currency  a  national  one. 

229.  Under  the  system  of  currency  proposed  by  the  Commis- 
sion, this  admirable  provision  of  the  present  national  bank  law  is 
maintained.  The  security  of  the  currency  has  been  otherwise 
provided  for,  but  its  uniformity  is  ensured  by  the  requirement 
that  every  bank,  as  well  as  the  United  States,  shall  receive  the 
notes  at  par  in  payments  of  indebtedness.  This  practically — 
so  far  as  the  public  is  concerned — makes  every  bank  a  redemp- 
tion agency  for  the  notes  of  every  other  bank.  The  total 
payments  to  the  national  banks  of  the  country,  according  to  the 
data  furnished  in  the  reports  of  the  Comptroller  of  the  Currency, 
amount  to  from  {200,000,000  to  {400,000,000  per  day — in  other 
words,  a  sum  sufficient,  to  permit  the  public  to  secure  the 
redemption  of  all  notes  in  their  hands  within  a  single  day,  if  any 
occasion  for  such  a  thing  should  arise.  So  long  as  this  provision 
exists,  the  currency  will  be  uniform  and  national.  The  notes  of 
a  California  bank  will  be  taken  by  an  individual  in  New  York 
with  no  more  hesitancy  than  attends  their  acceptance  now; 
because  everyone,  no  matter  where  he  may  be,  knows  that  he 
can  use  them  at  par  in  payments  to  his  bank. 

The  system  proposed  thus  assures  absolute  uniformity  of  the 
currency  by  making  it  practically  redeemable  at  every  bank  in 
the  United  States,  and  thus  protects  the  public  against  any  loss 
or  inconvenience  arising  from  the  necessity  of  sending  notes 
home  for  redemption.  When  each  bank  is  obliged  to  accept  the 
notes  of  other  banks,  the  first  step  toward  redemption  is  taken. 
The  public  thus  secures  the  redemption  of  the  notes  in  its  hands 
to  any  extent  desired.  But  for  the  purpose  of  completing  the 
process  of  redemption,  and  permitting  the  banks  which  have  thus 
accepted  the  notes  of  other  banks  to  obtain  their  payment  with 
the  least  delay,  inconvenience  and  expense,  it  has  seemed  wise 
that  the  present  system  of  national  bank-note  redemption  by  the 
United  States  should  be  extended  to  include  points  so  distributed 
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throughout  the  country  as  to  be  easily  accessible  to  every  sec- 
tion. That  is,  at  the  discretion  of  the  Treasury,  any  sub-treasury 
may  be  designated  as  a  redemption  agent. 

Moreover,  the  provisions  for  the  printing  of  notes  under 
government  supervision  upon  the  distinctive  paper  used  for 
printing  United  States  currency,  and  the  registry  of  all  such 
notes  in  the  office  of  the  Comptroller  guarantee  the  public 
against  fraudulent  over-issues  of  notes  and  also  afford  the 
greatest  possible  protection  against  loss  through  counterfeiting. 


BANK   RESERVES. 

230.  It  is  necessary  that  a  bank  in  order  to  be  able  at  all 
times  to  meet  its  demand  obligations  when  presented,  should 
have  some  portion  of  its  assets  always  on  hand  in  the  form  of 
cash.  The  amount  of  cash  reserve  thus  needed  will  depend  upon 
many  circumstances — the  business  habits  of  its  customers,  the 
extent  and  character  of  its  demand  liabilities,  and  especially  upon 
the  degree  of  caution  and  conservatism  employed  in  its  man- 
agement. In  well-established  banks,  managed  by  prudent  and 
experienced  bankers,  the  problem  always  settles  itself  without  dif- 
ficulty. Experience  determines  what  proportion  of  the  deposit 
or  note  liability  the  bank  requires  in  the  form  of  cash  to  meet 
any  calls  which  may  be  made,  and  the  amount  actually  held  is 
always  safely  above  the  limit  which  is  thus  in  practice  found  to 
be  required. 

If,  however,  the  banking  business  is  carried  on  by  numerous 
small  banks  managed  by  inexperienced  bankers,  and  especially 
if  it  has  been  taken  up  by  imprudent  men,  wrecks  are  most  likely 
to  be  caused  by  a  disregard  of  the  dictates  of  caution  regard- 
ing reserves.  Seeing  everything  moving  smoothly,  and  calls 
for  specie  only  nominal,  reckless  or  inexperienced  bankers  too 
often  permit  themselves  to  lose  sight  of  the  possible  contingen- 
cies for  which  a  cash  reserve  should  always  be  held,  and  to 
extend  their  demand  liabilities  without  making  provision  for  a 
proper  specie  basis. 

231.  This  especially  characterized  the  banking  development 
of  the  years  preceding  the  commercial  collapse  of  1837-1839. 
The  discussion  on  the  question  of  reserves  then  taken  up  by  the 
banking  world  led  to  the  requirements  for  the  maintenance  of  a 
definite  specie  reserve  against  liabilities  which  were  first  incor- 
porated in  banking  legislation.  In  the  years  just  before  1840, 
the  idea  of  restraining  the  many  small  independent  banks  from 
reckless  expansion  by  the  requirement  of  a  fixed  reserve  was 
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given  increasing  attention,  until,  by  the  time  the  national  bank- 
ing system  was  inaugurated,  it  had  come  to  be  in  some. form  an 
accepted  feature  of  bank  regulation.' 

It  is  interesting,  however,  to  see  that  in  this  development  of 
a  reserve  requirement  there  was  no  consistent  application  of  the 
principle  to  all  demand  obligations.  In  some  states,  as  in  Lou- 
isiana, in  Massachusetts,  and  in  Iowa  after  1858,  etc.,  the  reserve 
required  was  measured  by  deposits  and  circulation,  while  in  oth- 
ers, New  York,  Connecticut,  and  Ohio,  for  instance,  the  circula- 
tion alone  was  taken  into  account.  In  the  original  organization 
of  the  national  banking  system,  the  reserve  required  was  counted 
against  both  notes  and  deposits.  In  its  final  form  the  required 
reserve  has  been  held  against  deposits  alone  —  the  current 
redemption  of  the  notes  since  1874  being  regarded  as  well  cared 
for  through  the  5  per  cent,  redemption  fund  at  Washington. 

232.  The  regulation  prescribing  the  maintenance  of  a  definite 
reserve  which  has  thus  developed  in  this  country  has  grown  out 
of  experience,  which  has  from  time  to  time  indicated  that  numer- 
ous small  banks,  managed  in  many  cases  by  inexperienced  bank- 

'  The  earliest  bank  charters  in  this  country  usually  limited  the  amount  which  the 
bank  should  at  any  time  owe  to  two,  two  and  one-half,  or  three  times  the  amount  of 
the  capital  stock  paid  in  —  apparently  with  the  idea  that  1 1  of  specie  paid  in  as  capi- 
tal might  support  bank  credits  of  %2  to  ^2.50  or  ^3.  The  charter  of  the  Marine  and 
Fire  Insurance  Co.,  granted  in  Georgia  in  1825  with  banking  powers,  went  a  step 
farther,  and  provided  that  the  specie  kept  should  be  equal  to  one-third  the  circu- 
lation. 

With  many  unfortunate  examples  of  reckless  banking  fresh  in  mind,  the  legisla- 
tures of  several  states  enacted  laws  in  the  years  1838  to  1840,  requiring  the  mainte- 
nance of  definite  specie  reseves.  For  example,  Georgia  required  by  act  of  December 
26,  1838,  that  the  specie  on  hand  should  not  at  any  time  for  the  space  of  thirty  days 
be  less  than  one-quarter  of  the  circulation.  New  York,  in  its  Free  Banking  Law  of 
1838,  required  a  specie  reserve  of  12)^  per  cent,  of  circulation;  though  this  was 
repealed  two  years  later.  Ohio,  in  1839,  required  specie  reserves  of  33^  per  cent,  of 
notes,  though  a  larger  circulation  might  be  issued  if  the  stockholders  and  directors 
became  liable  therefor.  Louisiana,  also,  in  1842,  required  specie  reserves  of  one- 
7  third  of  aggregate  liabilities.  Maine,  in  1846,  adopted  a  law  based  in  a  way  on  the 
English  Bank  Act  of  1844.  It  required  that  every  bank  should  have  on  hand  specie 
to  the  amount  of  one-third  of  its  notes  in  excess  of  50  per  cent,  of  capital,  and  specie 
in  full  for  every  dollar  of  circulation  above  125  per  cent,  of  capital.  Connecticut,  in 
1848,  prescribed  a  specie  reserve  of  10  per  cent,  against  notes;  Massachusetts,  in 
1858,  one  of  15  per  cent,  against  notes  and  deposits,  but  with  the  privilege  of  includ- 
ing specie  funds  on  deposit  in  Boston. 
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ers,  needed  the  restraint  of  some  such  requirement  to  inculcate 
caution.  But  in  recent  years  there  has  been  a  general  improve- 
ment of  bank  management,  in  the  national  as  well  as  in  other 
banking  systems.  Instead  of  a  reserve  in  lawful  money  of  6  per 
cent,  of  deposits — the  requirement  under  the  present  law — the 
national  banks  outside  of  reserve  cities  keep  constantly  on  hand 
about  15  per  cent,  of  deposits.  Indeed,  there  has  latterly  grown 
up  a  strong  feeling  that  the  disadvantages  of  the  system  of 
required  reserves  outweigh  its  advantages.  The  foreign  banks, 
it  is  pointed  out,  do  not  assign  to  a  requirement  of  this  sort  any 
such  place  as  it  occupies  in  our  system.' 

These  banks,  left  free  to  keep  such  reserve  as  they  choose, 
are  able,  by  raising  and  lowering  the  rate  of  discount,  to  adjust 
their  business  to  their  reserves ;  to  augment  and  protect  their 
reserve  by  an  increase  of  the  rate  of  discount,  and  when  the 
reserve  accumulates,  to  extend  their  loans  by  lowering  the  rate 
of  discount. 

But  the  reserve  regulations  exist  as  a  part  of  our  national 
banking  system,  and  it  has  not  been  considered  essential  by  the 
Commission  that  a  change  should  be  made  at  present. 

233.  The  present  law  requires  every  bank  located  outside  ot 
certain  specified  cities  to  have  at  all  times  on  hand  lawful  money 
to  the  amount  of  1 5  per  cent,  of  its  aggregate  deposits ;  though 
it  may  count  as  a  part  of  this  reserve  deposits  with  approved 
reserve  agents  in  the  so-called  reserve  cities  up  to  an  amount 

'In  England  the  note  circulation  was  removed  by  the  act  of  1844  from  the 
field  of  discussion  in  this  connection.  As  to  the  bank  reserres  against  deposits;,  both 
the  Bank  of  England  and  the  private  and  joint-stock  banks  are  entirely  free  to 
hold  as  much  or  as  little  reserve  as  they  may  see  fit.  The  Bank  of  England  actually 
carries,  at  the  present  time,  between  50  and  60  per  cent,  of  its  deposits  as  a  reserve, 
while  the  joint-stock  and  private  banks,  keeping  the  greater  part  of  their  reserve  with 
the  Bank  of  England,  cany  only  small  reserves  in  cash.  The  Scotch  and  Irish  banks 
have  no  requirement  for  reserve  to,  be  held  against  deposits,  or  against  the  amount  of 
notes  which  they  were  issuing  in  1845,  when  the  present  system  was  adopted. 

The  Canadian  banks  also  have  no  requirement ;  nor  has  the  Bank  of  France. 

The  German  banks  are  required  to  maintain  a  cash  reserve  of  333^  per  cent, 
against  notes,  but  no  definite  reserve  against  deposits.  The  Bank  of  Austria-Hungary 
requires  40  per  cent,  against  notes,  as  do  the  banks  of  Switzerland,  but  neither  makes 
any  requirement  of  reserve  against  deposits. 
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equal  to  three-fifths  of  the  reserve  required,*  and  also  the  5 
per  cent,  redemption  fund  with  the  United  States  Treasurer. 
Banks  located  in  the  "reserve  cities"  must  keep  a  reserve  equal 
to  25  per  cent,  of  their  deposits;  but  one-half  of  this  may 
consist  of  balances  with  approved  reserve  agents  in  the  cen- 
tral reserve  cities — New  York,  Chicago,  and  St.  Louis,  and  the 
redemption  fund  may  be  counted  as  a  part  of  the  required 
reserve. 

There  are  unquestionably  some  serious  difficulties  growing 
out  of  our  reserve-city  system  because  of  the  extent  to  which, 
under  its  operation,  the  financial  centers  are  periodically  flooded 
with  country  deposits,  and  shortly  afterwards  drained  again. 
But  the  problem  is  a  commercial  one  to  be  settled  by  the  laws  of 
trade,  which,  as  explained  elsewhere,*  naturally  lead  at  times 
to  the  shipment  of  currency  and  transfer  of  balances  to  the 
financial  centers.  Furthermore,  it  would  appear  that  to  the 
extent  that  depositors  wish  to  have  their  funds  furnished  them 
in  New  York,  or  in  other  reserve  cities,  the  system  is  logical 
enough. 

'  It  is  interesting  to  note  the  origin  and  development  of  this  permission  to  count 
deposits  in  other  banks  as  cash  on  hand.  In  Massachusetts,  the  act  of  1858,  which 
made  the  first  legal  requirement  in  that  state  for  the  maintenance  of  a  specie  reserve, 
applied  to  both  deposits  and  to  notes ;  and  as  the  notes  of  the  Massachusetts  banks  were 
then  almost  entirely  redeemed  in  Boston — very  few  being  presented  for  redemption 
at  the  counter  of  the  issuing  bank  —  it  was  quite  natural  that  the  reserve  to  be  main- 
tained should  include  "  balances  in  other  banks,  not  bearing  interest,  which  may  be 
applied  to  the  redemption  of  their  bills."  The  provision  for  counting  deposits  in 
other  cities  as  a  part  of  the  required  reserve  originated,  therefore,  in  the  desire  that  the 
funds  to  meet  the  liabilities  should  be  where  the  chief  liability  was  to  be  met. 

So,  too,  under  the  national  banking  system,  as  it  existed  for  the  first  ten  years, 
where  a  reserve  against  both  notes  and  deposits  was  required,  the  notes  were  to  be 
redeemed  by  national  banks  in  certain  cities  acting  as  agents,  and  balances  in  their 
hands,  presumably  placed  there  to  provide  funds  for  that  redemption,  were  permitted 
to  be  counted  as  a  part  of  the  required  reserve. 

After  the  substitution  of  a  separate  redemption  fund  for  notes  in  1874,  the 
required  1 5  per  cent,  and  25  per  cent,  reserves  were  left  to  apply  only  to  deposits ; 
tnevertheless  —  though  the  reason  which  originally  existed  no  longer  prevailed  —  the 
t deposits  with  agents  in  the  "  reserve  cities  "  were  still  counted  as  a  part  of  the  reserve. 
It  is  no  doubt  true  _that,  as  applied  to  deposits,  this  system  as  it  exists  is  illogicaL 
except  to  the  extent  that  those  deposits  are  called  for  in  the  shape  of  exchange  pay- 
able elsewhere. 

'See  Section  76. 
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In  the  requirement  for  the  maintenance  of  a  definite 
reserve,  it  is  not  intended  that  this  reserve  should  not  be  used. 
On  the  contrary,  the  very  idea  of  a  reserve  implies  that  it  is 
there  for  use — to  be  drawn  down  to  the  last  dollar  if  need  be. 
It  is  merely  intended  that  the  limit  imposed  by  the  law  should 
act  as  a  warning  bell — a  notice  to  the  bank  that  its  reserve, 
when  it  falls  below  the  limit,  is  less  than  conservative  bankers 
would  in  general  approve,  and  that  steps  should  be  taken  to 
restore  a  better  proportion  between  cash  and  liabilities.  To 
this  end  the  bank  is  forbidden  to  loan  or  discount  time  paper 
when  its  reserve  is  below  the  limit,  and  the  Comptroller  of  the 
Currency  may,  if  the  reserve  is  not  made  good  in  thirty  days, 
appoint  a  receiver  to  take  charge  of  the  bank. 

Under  the  conservative  exercise  of  this  power  by  the 
Comptroller  of  the  Currency,  it  will  be  seldom  necessary  to 
take  summary  action.  The  reserves  of  numerous  banks  have  on 
several  occasions  fallen  below  the  limits ;  but  they  have  been 
restored  in  each  case  within  a  few  days.  Probably  the  most 
striking  instance  occurred  in  the  first  week  of  August  1893,  when 
the  aggregate  reserves  of  the  New  York  City  banks  were  ti4,- 
000,000  below  the  25  per  cent,  limit. 

234.  With  the  ultimate  retirement  of  the  United  States  notes 
and  Treasury  notes  contemplated  in  the  recommendation  of  the 
Commission,  and  the  dispersion  of  the  greater  part  of  our  silver 
currency  in  the  form  of  coin  and  certificates  of  small  denomina- 
tion in  actual  use  as  the  large  change  of  the  country,  the  only 
kind  of  money  left  for  bank  reserves  will  be  gold.  Looking 
toward  this  end,  it  has  seemed  advisable  that  even  now  the 
banks  should  be  required  to  hold  in  coin  at  least  one-fourth  of 
such  reserve  as  is  prescribed  by  law.  Such  a  requirement  would 
result  in  no  hardship  to  the  banks  operating  under  the  national 
system,  even  if,  under  the  necessity  of  acquiring  the  gold,  some 
special  sacrifice  would  be  involved.  How  the  gold  would  be 
obtained  has  already  been  considered  in  the  discussion  on  the 
Movement  of  Gold.*  As  a  matter  of  fact,  however,  most  of 
the  national  banks  of  the  United  States  already  hold  more  gold 

'See  pp.  146-158. 
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than  would  be  required  under  the  plan  proposed.  As  may  be 
seen  from  Table  28  of  Appendix  II  to  this  Report,  there  are 
but  few  states  and  cities  where  the  present  gold  holdings  of 
the  banks  do  not  considerably  exceed  the  coin  which  these 
banks  would  be  required  to  hold  under  the  plan  proposed  by  the 
Commission. 


INSPFXTION  AND  EXAMINATION  OF  BANKS. 

235.  Inspection  of  banks  and  publication  of  the  reports  of 
examinations  into  their  condition  is  necessary  in  a  system  of 
comparatively  small  but  numerous  banks.  Where  only  banks 
of  large  capital,  directly  responsible  to  the  government  for  their 
conduct,  exist,  there  is  little  or  no  need  of  minute  investigation 
into  their  condition,  unless  there  are  restrictions  upon  the  busi- 
ness of  these  banks  to  be  enforced.  The  situation  is  different 
under  a  system  of  free  banking  like  that  of  the  United  States. 
Here  banking  may  be  engaged  in  by  any  persons,  however  unfa- 
miliar with  its  principles,  who  have  the  necessary  capital. 

Inspection  and  publication  of  reports,  therefore,  are  desir- 
able for  several  different  reasons.  (i)  Where  but  small 
amounts  of  capital  are  devoted  to  the  establishment  of  indi- 
vidual banks,  sudden  losses,  even  though  of  comparatively 
insignificant  amount,  are  likely  to  result  in  the  ruin  of  the  insti- 
tution. It  is,  therefore,  necessary  to  make  public  the  accounts 
of  such  banks  in  order  to  show  their  condition.  Depositors 
and  the  public  will  thus  be  informed  of  the  situation  of  banks 
with  which  they  may  wish  to  have  business  relations,  and  need 
not  ignorantly  run  any  risk.  This,  however,  applies  quite  as 
well  to  banks  of  large  capital.  (2)  A  system  of  free  banking 
sometimes  makes  necessary  a  regulation  of  the  business  of 
banks,  both  large  and  small,  owing  to  the  inexperience  or  indis- 
cretion of  their  managers.  Examples  of  such  restrictions  are 
seen  in  the  reserve  requirements  of  the  national  banking  system, 
and  in  various  other  regulations.  In  order  that  officials  may  be 
in  a  position  to  know  that  these  regulations  are  observed,  some 
system  of  reports  or  inspection  is  necessary. 

236.  One  of  the  most  important  forces  in  holding  banks  to 
sound  business  methods  is  frequent  publication  of  reports  upon 
their  financial  condition.  In  order  to  make  these  of  much  use 
they  should  exhibit  clearly  the  movement  of  all  of  the  important 
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items  in  the  accounts  of  the  banks.  This  is  absolutely  neces- 
sary to  a  thorough  understanding  of  the  nature  of  the  bank's 
business,  as  well  as  of  its  immediate  condition.  The  fuller 
these  reports  are  made  the  greater  will  be  the  security  against 
illegitimate  business,  since  the  character  of  this  business  will  at 
once  appear/ 

'  By  the  original  National  Bank  Act  of  the  United  States,  in  addition  to  quarterly 
reports,  showing  under  appropriate  heads  the  resources  and  liabilities  of  the  banks,  a 
general  monthly  statement  was  required  from  them.  This  was  to  show  only  the  aver- 
age amount  of  loans  and  discounts,  specie,  and  other  lawful  money,  deposits  and  cir- 
culation. 

The  system  of  reports  thus  provided  for  proved  to  have  serious  defects.  **  This 
monthly  statement,"  said  the  Comptroller  in  1867,  "is  too  vague  and  general  to  give 
any  correct  or  reliable  information  as  to  the  actual  condition  of  thcbanks.  A  full  and 
detailed  report  monthly  would  be  of  great  value  to  the  public,  and  would  afford  more 
constant  insight  into,  and  familiarity  with,  the  management  and  condition  of  the  banks 
for  the  guidance  of  the  Comptroller  than  he  can  possibly  obtain  under  the  present  sys- 
tem of  quarterly  reports It  is,  therefore,  recommended  that  in  lieu  of  the  pres- 
ent quarterly  reports  and  meagre  monthly  statements  a  full  exhibit  of  the  affairs  of 
each  bank  shall  be  required  on  the  first  Monday  of  each  month."  These  reports  were 
done  away  with  by  the  act  of  March  3,  1869.  The  reports  now  required  of  national 
banks  must  specify : 

RESOURCES.  LIABILITIES. 

Loans  and  discounts.  Capital  stock. 

Overdrafts.  Surplus. 

U.  S.  bonds.  Undivided  profits — less  expenses. 

Stocks,  securities,  judgments.  National  bank  notes  outstanding. 

Banking  house  and  fixtures.  State  bank  circulation  outstanding. 

Other  real  estate  and  mortgages.  Due  to  other  national  banks. 

Due  from  national  banks.  Due  to  state  and  private  banks. 

Due  from  state  and  private  banks.  Due  to  reserve  agents. 

Due  from  reserve  agents.  Dividends  unpaid. 

Checks  and  other  cash  items.  Individual  deposits. 

Exchanges  for  clearing  house.  United  States  deposits. 

Notes  of  other  national  banks.  Notes  and  bills  rediscounted. 

Money  of  each  kind  on  hand.  Bills  payable. 

Five  per  cent  redemption  fund.  Other  liabilities. 

Due  from  U.  S.  treasurer. 

Aggregate.  Aggregate. 

The  weekly  reports  of  the  German  banks  must  specify  (a)  on  the  side  of  liabili- 
ties :  The  amount  of  the  reserve  fund,  the  amount  of  notes  in  circulation,  obligations 
(both  demand  and  other),  deposits,  and  all  other  liabilities ;  (h)  on  the  side  of  assets, 
coin  and  bullion,  the  sum  of  German  currency  on  hand  (gold  in  bullion  or  in  foreign 
coin  to  be  reckoned  at  1,392  marks  per  pound  fine),  the  amount  of  Imperial  Treas- 
ury bills,  notes  of  other  banks,  bills  of  exchange,  loans  on  security  (both  merchandise 
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It  is  furthermore  necessary  that  reports  should  be  made  with 
great  frequency,  since  the  situation  of  banks  is  often  materially 
altered  by  the  transactions  of  a  single  day.  The  frequency  with 
which  reports  should  be  made  is,  however,  largely  dependent  on 
the  character  of  the  business  carried  on  by  the  banks  of  a 
system,  the  number  of  the  banks,  the  habits  of  their  depositors, 
etc.  It  must,  therefore,  be  determined  chiefly  by  actual  experi- 
ence. In  general,  however,  it  may  be  said  that  reports  should 
be  made  as  often  as  possible  without  causing  undue  expense 
and  annoyance  to  the  banks  reporting.  Reports  cannot  be 
made  as  frequently,  nor  are  frequent  reports  as  necessary  in 
some  cases  under  a  system  of  numerous  banks  under  different 
managements,  as  in  the  case  of  some  more  centralized  systems.' 

and  coBimercial  paper),  stocks,  and  all  other  assets.  The  Federal  Council  detennines 
which  classes  of  assets  and  liabilities  are  to  be  separately  indicated  in  the  yearly 
balances,  and,  in  both  the  yearly  and  the  weekly  reports,  there  must  be  evidence  of 
snch  contingent  obligations  as  may  have  arisen  from  the  negotiation  of  countless 
additional  domestic  bills  of  exchange. 

By  the  Canadian  banking  law  the  reports  which  the  banks  organized  under  the 
act  are  required  to  submit  to  the  Minister  of  Finance  are  even  more  elaborate  than 
those  required  by  the  bank  laws  of  the  United  States,  as  will  be  seen  by  a  compar- 
ison with  their  statement 

Even  the  elaborate  reports  now  required  of  the  national  banks  of  the  United 
States  ar^ffqgarded  by  many  as  inadequate.  In  this  connection  Mr.  F.  W.  Gookin, 
cashier  of  ^e  North- Western  National  Bank  of  Chicago,  writes  as  follows : 

"Statements  should  be  more  comprehensive  than  those  now  required  of  the 
national  banks.  Banks  cannot  be  considered  apart  from  their  relations  to  the  public, 
and  no  sound  and  well-managed  institution  should  object  to  a  full  and  accurate  show- 
ing of  its  condition.  Especially  does  this  apply  to  banks  authonied  to  issue  currency. 
I  would  recommend  that  the  following  items  be  specifically  given  in  the  published 
statements : 

I.  The  total  amount  of  assets  considered  bad  or  doubtful. 

II.  The  total  amount  of  past-due  paper  held  —  including  in  this  category  all 
demand  paper  upon  which  interest  has  not  been  paid  for  a  specified  period,  say,  six 
months. 

IIL  The  aggregate  amount  of  loans  to  officers  and  directors. 

IV.  The  total  amount  of  loans  on  real  estate,  or  on  notes  secured  by  real  estate, 
as  collateral. 

V.  An  inspector's  certificate  of  the  state  of  the  bank  at  the  last  examination.'* 

'  Section  34  of  the  national  bank  act  of  June  3,  1864,  provided  that  every  bank 
should  make  to  the  Comptroller  of  the  Currency  reports  showing  its  condition  at  the 
opening  of  business  on  the  morning  of  the  first  Monday  of  the  months  of  January, 
April,.July,  and  October  of  each  year,  and  should  transmit  the  report  to  the  Comp- 
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While  the  requirement  of  five  reports  per  annum  had  an 
excellent  effect  in  stimulating  banks  to  keep  themselves  in  a 
solvent  condition,  the  opinion  that  reports  are  not  required  to 
be  made  with  sufficient  frequency  is  quite  prevalent.*  The  intro- 
duction of  a  system  giving  greater  liberty  in  the  issue  of  notes 
and  imposing  a  tax,  regulated  in  accordance  with  the  vol- 
ume of  the  notes  in  circulation,  would  make  it  of  still  greater 
importance  to  have  frequent  reports. 

237.  An  important  point  to  be  considered  in  connection  with 

trailer  within  five  days.  Abstracts  of  these  reports  were  to  be  published  in  a  news- 
paper in  Washington,  and  in  a  newspaper  in  the  place  where  the  bank  was  estab- 
lished. In  addition  to  this,  reports  were  to  be  made  by  the  banks  on  the  first  Tues- 
day of  each  month  showing  the  status  of  the  principal  items  of  the  bank  on  the  morn- 
ing of  the  day  next  preceding.  These  provisions,  as  has  been  seen,  were  repealed  by 
the  act  of  March  3,  1869,  <li><1  in  lieu  thereof  was  substituted  a  requirement  of  five 
reports  annually. 

At  the  present  time  most  of  the  banking  systems  of  the  world  have  regulations, 
expressed  or  implied,  regarding  the  publication  of  reports,  and  the  conduct  of  examina- 
tions, or  both.  Under  the  German  banking  system,  notes  issued  in  excess  of  a 
certain  amount  are  subject  to  a  tax.  A  specified  proportion  and  kind  of  reserve  is  also 
required.  It  is  thus  necessary  to  have  frequent  reports  as  to  the  condition  of  the 
banks,  and  especially  to  know  just  what  is  the  volume  of  notes  outstanding,  and  what 
is  the  nature  of  the  reserve  kept.  The  bank  act  of  1875,  therefore,  provides  that 
"banks  issuing  notes  are  required  {a)  to  publish  reports  of  their  assets  and  liabilities 
on  the  7tb,  15th,  23d,  and  on  the  last  day  of  each  month,  and  the  utmost  limit  on 
delayed  reports  must  not  exceed  five  days  from  the  appointed  term ;  (b)  to  publish 
within  three  months,  at  the  latest,  from  the  close  of  each  business  year  an  exact 
balance  of  their  assets  and  liabilities,  together  with  yearly  statements  of  their  profits 
and  losses — the  said  reports  to  be  published  in  the  Imperial  Bulletin  at  the  expense 
of  the  bank." 

Canadian  banks  are  required  to  submit  to  the  Minister  of  Finance  a  full  report  of 
their  condition  within  the  first  fifteen  days  of  each  month,  the  penalty  for  failure  to 
submit  such  accounts  being  I50.  Special  reports  may  also  be  required  when  they  are 
considered  desirable. 

Weekly  returns  showing  the  movement  of  the  chief  accounts  are  voluntarily  pub- 
lished without  formal  requirement  by  most  of  the  large  banks  of  the  world. 

'  In  answer  to  the  interrogatories  of  the  Commission,  Professor  C.  F.  Dunbar  of 
Harvard  says  :  "  The  full  reports,  now  made  five  times  a  year,  should  be  made  by 
all  banks  monthly  to  the  Comptroller,  and  also  in  every  redemption  district  to  some 
office  or  officer  for  possible  publication,  and,  at  any  rate,  for  the  information  and  use 
of  banks  and  government  officers." 

**  Monthly  statements  of  the  condition  of  each  bank,"  says  Henry  W.  Poor  of 
New  York,  "  should  be  required,  the  making  of  incorrect  or  false  ones  being  made  a 
high  penal  offense." 
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the  dates   of  bank   reports  is  the  means  of  making  them  truly 
indicative  of  the  normal  condition  of  the  institution  reporting. 

It  has  been  clearly  demonstrated  by  the  experience  of  the 
United  States,  that  where  reports  are  made  at  infrequent  but 
definite  intervals,  banks  are  likely  to  make  such  preparations 
beforehand  that  the  reports  do  not  display  their  normal  condi- 
tion. This  was  the  case  under  the  old  state  bank  systems  in 
operation  before  the  Civil  War.  Under  the  original  national 
bank  act,  in  accordance  with  which  reports  were  required  at 
specified  dates,  it  was  found  that  banks  were  not  likely  to  keep 
themselves  in  as  good  condition  as  would  have  been  the  case 
had  they  been  constantly  in  expectation  of  being  called  upon 
for  a  report.'  This  led  to  the  act  of  March  3,  1864,  by  which 
the  Comptroller  was  authorized  to  name  some  dates  in  the  past 
for  which  reports  should  five  times  a  year  be  rendered.     While 

<"It  is  known,  understood,  and  anticipated  by  all  who  have  dealings  with 
the  banks,*' said  the  Comptroller  in  1867,  *' that  they  are  in  the  habit  of  preparing 
systematically  for  making  creditable  exhibitions  on  quarter-day.  It  is  certainly  a 
point  gained  to  know  that  the  banks  can  make  a  good  showing  at  least  once  every 
quarter,  but  it  would  be  more  satisfactory  to  know  that  they  could  do  so  at  all  times." 

The  Comptroller  again  recurred  to  the  subject  in  his  report  for  1868,  "The  quar- 
terly reports,"  said  he,  *'  coming  as  they  do  upon  a  certain  speci6ed  day,  known  in 
advance  and  for  which  the  amplest  preparation  may  be  made,  can  hardly  be  expected 
to  present  the  actual  working  condition  of  the  banks.  They  are,  of  course,  careful 
to  exhibit  the  full  amount  of  reserve  required,  and  otherwise  a  full  compliance  with 
all  the  important  provisions  of  the  law.  But  it  is  in  large  cities,  especially  in  New 
York,  that  this  plan  proves  most  objectionable.  Gold  and  stock  speculators,  knowing 
that  at  a  certain  time  the  banks  will  make  it  a  point  to  have  a  full  supply  of  lawful 
money  in  their  vaults,  get  up  combinations  for  the  purpose  of  producing  a  scarcity  of 
legal  tender  notes  and  a  stringent  money  market  ....  National  banks,  held  firmly 
to  the  requirements  of  the  law,  are  seriously  embarrassed  by  such  trickery.  Their 
necessities  compel  them  to  have  the  lawful  money  at  any  hazard.  It  is  becoming 
more  manifest  that  the  evil  is  becoming  more  and  more  intolerable."  He  again 
recommended  the  requirement  of  reports  at  dates  fixed  at  the  discretion  of  the  Comp- 
troller only. 

In  accordance  with  these  suggestions  Congress,  recognizing  the  real  necessities 
of  the  case,  finally  passed  the  act  of  March  3,  1869.  This  act  provided  that  "  in  lieu 
of  all  reports  required  by  section  thirty-four  of  the  national  currency  act,  every  asso- 
ciation shall  make  to  the  Comptroller  of  the  Currency  not  less  than  five  reports  dur- 
ing each  and  every  year  according  to  the  form  which  may  be  prescribed  by  him,  veri- 
fied by  the  oath  or  affirmation  of  the  president  or  cashier  of  such  association,  and 
attested  by  the  signature  of  at  least  three  of  the  directors;  which  report  shall  exhibit 
in  detail  and  under  appropriate  heads  the  resources  and  liabilities  of  the  association 
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the  present  system  of  reports  has  not  been  unsatisfactory, 
(although  it  is  thought  that  banks  sometimes  prepare  themselves 
in  anticipation  of  being  called  upon  for  a  report,  and  although 
the  publication  of  the  reports  in  the  local  newspapers  is  not 
likely  to  make  them  most  available),  it  is  felt  that  reports  should 
be  made  more  frequently.  The  Commission  has,  therefore,  sug- 
gested that  the  Comptroller  be  empowered  to  call  for  such 
reports  as  he  may  deem  best.  These  need  not  necessarily  be 
published,  but  could  be  printed  monthly  in  a  form  convenient  for 
distribution  to  such  persons  as  may  apply  for  them. 

Good  results  could  probably  be  obtained  were  banks  having 
close  business  relations  with  one  another  to  be  formed  into  groups, 
the  members  of  which  should  furnish  to  one  another  weekly 
reports  of  their  condition,  as  is  done  by  the  New  York  banks  at 
present.  In  this  way  the  banks  of  each  group  would  keep  a 
close  watch  upon  one  another's  operations.  The  clearing-house 
banks  of  New  York  already  require  weekly  reports  of  the  condi- 
tion of  all  banks  clearing  through  the  Clearing  House.  Examina- 
tions may  at  any  time  be  made  by  the  clearing-house  committee. 

238.  Experience  with  the  present  system  of  examination 
of   national  banks  has  not  been  fortunate.'      At    present  the 

at  the  close  of  business  on  any  past  day  to  be  by  him  specified^  and  shall  transmit  such 
report  to  the  Comptroller  within  five  days  after  the  receipt  of  a  request  or  requisition 
therefor  from  him." 

The  provisions  of  the  new  act  proved  to  be  much  more  satisfactory  than  the  ear- 
lier ones.  Less  than  a  year  after  the  act  was  passed,  the  Comptroller  was  able  to 
report  as  follows :  **  The  two  evils  most  complained  of  under  the  former  system  of 
reports,  to  wit,  previous  preparation  on  the  part  of  the  banks  and  the  opportunity 
afforded  to  speculators  to  manipulate  the  money  market,  have  been  almost  entirely  done 
away  with.  The  banks  habitually  keep  themselves  in  better  condition,  as  a  rule  are 
less  extended,  and  have  more  complete  control  of  their  affairs." 

The  changes  in  the  national  banking  act  as  to  this  point  were  based  upon  experi- 
ence under  some  of  the  old  state  banking  systems.  New  York  in  the  old  free  bank- 
ing act  of  1838  had  at  first  required  only  semi-annual  reports.  These  gave  way  in 
1841  to  annual,  which  in  turn  were  superseded,  in  1843,  by  quarterly,  reports.  Much 
the  same  ex{>erience  as  that  had  by  the  United  States  under  the  national  bank  act  in 
its  unmodified  form,  led,  in  1847,  to  an  act  requiring  the  quarterly  reports  to  be  made 
out  after  the  first  of  each  quarter  for  some  date  during  the  preceding  quarter  desig- 
nated by  the  Comptroller. 

'  The  Comptroller  was  authorized  by  the  first  National  Bank  Act  to  appoint  a  suit- 
able person  to  examine  every  bank,  who  should  "  not  be  a  director  in  any  association 
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ordinary  examinations  are  largely  formal,  and  of  little  value 
so  far  as  any  real  indication  of  the  character  of  the  discounts  is 
concerned.  Being  made  by  persons  who  are  strangers  to  the 
locality,  and  hence  unfamiliar  with  the  business  paper  of  the 
place,  they  cannot  afford  any  important  information  as  to  the 
real  situation  of  the  banks.  The  examination  of  banks  which  are 
about  to  begin  business,  or  which  have  avowedly  failed  or  sus- 
pended, are  usually  performed  in  such  a  way  as  to  display  the 
actual  condition  of  the  bank.  Ordinary  examinations,  however, 
are  seldom  of  much  value,  and  they,  moreover,  lull  stockholders 
into  a  false  feeling  of  security,  which  prevents  them  from  taking 
the  active  interest  in  the  bank's  affairs  which  they  otherwise 
would.  This  is  also  the  case  with  the  directors,  who,  supposing 
that  their  institution  is  being  watched  over  by  the  general  gov- 
ernment, fail  to  perform  the  full  duty  of  overseeing  the  bank 
which  has  been  entrusted  to  them.' 

whose  affairs  he  shall  be  appointed  to  examine."  The  fee  of  such  examiner  was  fixed 
at  ^5  per  day  for  every  day  spent  in  conducting  the  examination  and  %2.  for 
every  twenty-Bve  miles  which  the  examiner  was  obliged  to  travel. 

"  Perhaps  no  one  thing,"  said  the  Comptroller  in  1869,  "has  done  more  to  pro- 
mote the  safety  and  sound  management  of  national  banks  than  their  liability  to  exam- 
ination, without  previous  notice,  by  an  agent  appointed  for  that  purpose,  and  probably 
no  provision  of  the  law  was  more  unpopular  among  the  banks  when  the  law  first  went 
into  effect ;  but  the  good  results  brought  about,  directly  and  indirectly,  by  such  exam- 
inations have  fully  vindicated  the  wisdom  of  the  provision."  The  Comptroller  believed, 
however,  that  the  pay  of  examiners  was  inadequate,  and  that  the  system  by  which 
their  pay  was  regulated  was  unsatisfactory.  He,  therefore,  recommended  changes  in 
these  respects. 

In  accordance  with  these  suggestions,  the  act  of  Feb.  19,  1875,  made  the  desired 
alterations  in  the  method  of  compensating  national  bank  examiners.  It  regulated  the 
fees  paid  proportionately  to  the  capital  of  the  bank  examined.  These  were  now  to  range 
from  |20  for  the  examination  of  banks  whose  capitals  were  less  than  1 100,000  to 
I75  for  those  whose  capitals  exceeded  |6oo,ooo.  The  compensation  of  examiners 
of  banks  located  in  reserve  cities  and  in  certain  other  cities  and  states  was  to  be  fixed 
by  the  Secretary  of  the  Treasury,  and  in  every  case  the  amount  of  this  compensation 
was  ultimately  to  be  made  good  to  the  government  by  an  assessment  upon  the  banks 
examined. 

'  Upon  this  point  Mr.  F.  W.  Gookin  in  a  communication  to  the  Commission  writes 
as  follows : 

"  The  inspection  should  be  as  thorough  as  that  which  the  English  and  Canadian 
joint-stock  banks  prescribe  for  their  branches.  It  should  be  far  more  comprehensive 
than  the  examinations  now  made  by  the  national  bank  examiners,  and  should  amount 
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239.  The  Commission  has,  therefore,  recommended  in  its 
plan  that  the  examinations  of  banks  be  made  more  frequent 
and  thorough.  To  this  end  authority  should  be  placed  in 
the  hands  of  the  Comptroller  of  the  Currency  to  make  the 
examinations  adequate  to  the  purpose  they  are  designed  to  serve. 
The  examiner  should  have  authority  to  call  together  the  direct- 
ors of  any  bank  and  question  them  under  oath  concerning  such 
of  their  discounts  as  he  may  think  iit. 

Furthermore,  there  are  some  practices  in  the  existing  system 

to  an  auditing  of  the  entire  business  of  the  banks.  The  corps  of  inspectors  should 
be  appointed  by  the  Comptroller  of  the  Currency  and  be  under  his  control.  They 
should  be  detailed  to  visit  the  several  banks  in  rotation,  and  no  two  consecutive  exam- 
inations of  any  one  bank  should  be  made  by  the  same  inspector. 

"  The  compensation  of  the  inspectors  should  be  sufficient  to  attract  men  compe- 
tent not  merely,  to  balance  the  books  and  prove  the  nominal  accuracy  of  the  assets  of 
the  banks  examined  by  them,  but  to  judge  of  the  quality  of  the  bills  receivable  and 
securities  held.  They  should  be  forbidden  by  law  from  borrowing  from  the  banks, 
and  the  banks  from  lending  to  them.  And  in  the  event  of  the  insolvency,  or  the 
serious  impairment  of  the  capital  stock  of  any  bank  examined  by  them,  their  failure 
to  discover  and  report  the  fact  should  subject  them  to  a  severe  penalty." 

Speaking  on  this  same  subject  Professor  Chas.  F.  Dunbar  of  Harvard  says :  "  The 
supervision  of  banks  should  be  greatly  increased  and  carried  on  by  permanent  local 
inspectors  or  deputies  under  the  authority  of  the  Comptroller  (say  one  in  each  redemp- 
tion city),  so  as  to  secure  some  local  familiarity  with  the  standing  of  particular  banks, 
the  character  and  general  repute  of  their  officers,  and  their  business  relations.  The 
causes  of  failure  sometimes  given  in  the  Comptroller's  report  are  instructive  as  to  the 
necessity  of  a  supervision  having  better  facilities  for  early  information  than  the 
present,  and  also  as  to  the  needs  of  much  more  frequent  statements." 

Professor  Kemp  P.  Battle,  of  Chapel  Hill,  N.  C,  suggests  that  "  the  bank  exam- 
iners be  required  to  inspect  the  assets,  etc.,  five  or  six  times  a  year,  including  the 
examination  of  the  strength  of  the  securities^  with  power  to  examine  witnesses  on 
oath." 

Hon.  Isidor  Strauss,  of  New  York,  writes  as  follows :  "  I  would  recommend 
examination  and  inspection  the  same  as  at  present,  only  I  would  have  enough  inspect- 
ors, so  that  every  institution  could  be  examined  at  least  twice  a  year,  and  often^r, 
when,  at  the  request  of  any  clearing-house  association,  it  is  found  desirable  to  investi- 
gate any  particular  bank." 

Much  the  same  opinion  is  expressed  by  Mr.  Edward  King,  President  of  the  Union 
Trust  Company  of  New  York.  "  I  may  say  generally,"  he  remarks,  "  that  frequent 
examinations  by  the  directors,  added  to  periodical  inspection  without  notice  by  the 
the  government,  coupled  with  the  watchfulness  of  corresponding  banks  and  of  clear- 
ing-house associations,  would  seem  to  offer  as  good  provisions  as  can  be  devised  to 
prevent  bad  banking,  but,  after  all,  the  main  reliance  must  be  placed  upon  the  char- 
acter and  ability  of  the  executive  officers  under  the  restraint  imi>osed  by  the  above 
safeguards." 


36o  REPORT  OF  THE  MONETARY  COMMISSION 

which  give  rise  to  fears  that  even  the  items  of  banks  as  stated 
may  not  always  be  reported  with  absolute  accuracy.  The  rumors 
that  examiners  ask  and  receive  an  << honorarium"  suggest  a  state 
of  things  inconsistent  with  accurate  examinations ;  and  there  is 
opportunity  for  other  abuses  of  the  same  sort  which  should  be 
corrected.  The  Commission  has,  therefore,  recommended  that 
bank  examiners  be  paid  adequate  fixed  salaries,  according  to 
some  uniform  rule,  thus  avoiding  all  excuse  for  the  payment  of 
additional  emoluments  by  banks  to  examiners.  It  has  further 
been  suggested  that  the  loaning  of  money  by  banks  to  examiners 
be  forbidden  under  penalty;  and — to  avoid,  as  far  as  possible, 
the  risk  of  violation  of  the  law —  that  the  examiners  be  assigned 
to  banks,  in  rotation. 

Most  of  the  difficulties  to  be  overcome  in  obtaining  a  satis- 
factory plan  for  bank  examinations  may  be  classified  under  two 
heads:  (i)  those  arising  from  the  danger  of  dishonorable  deal- 
ings between  banks  or  bank  officers  and  examiners ;  (2)  those  due 
to  the  difficulties  arising  from  unfamiliarity  with  the  discount 
paper  of  the  business  communities  where  banks  are  located, 
and  the  obstacles  to  examinations  at  once  brief  and  thor- 
ough. The  difficulties  are  thus  of  a  nature  which  can  be  solved 
only  by  experience. 
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240.  The  argument  is  frequently  advanced  that  the  charter 
granted  to  a  bank  partakes  of  the  nature  of  a  "  franchise,"  and  as 
such  should  be  subject  to  special  taxation.  By  this  it  is  appar- 
ently meant  that  bank  charters  are  analogous  to  natural  monop- 
olies, or  at  least  that  their  privilege  of  note-issue  is  so  com- 
parable. Without  stopping  to  discuss  to  what  extent  this  might 
be  the  case  if  we  should  suppose  that  only  a  limited  number  of 
banks  were  to  receive  charters,  or  that,  as  in  France,  a  single 
institution  were  to  be  granted  the  exclusive  privilege  of  issuing 
notes,  the  argument  is  manifestly  without  foundation  under  a 
system  like  the  present  national  banking  system,  in  which  any 
group  of  persons  possessed  of  adequate  capital  is  at  liberty  to 
organize  a  bank  and  take  out  circulation.  Inasmuch  as  the 
business  o£  banking  is  fully  open  to  competition,  and  may  be 
engaged  in  by  any  number  of  persons,  and  since  circulation  to 
any  desired  amount  may  be  issued  by  those  who  conform  to  the 
legal  requirements,  it  is  quite  impossible  to  argue  that  the  exist- 
ence of  a  franchise  or  monopoly  privilege  justifies  the  imposition 
of  special  taxation.  This  was  clearly  recognized  by  Massachu- 
setts, which,  in  the  tax  system  of  the  ante-bellum  period, 
imposed  the  tax  upon  capital  stock  only  on  the  chartered,  and 
not  on  the  free,  banks. 

241.  This  point  of  view  has  resulted  in  a  demand  for,  and,  in 
some  quarters,  an  attempt  to  impose,  differential  taxes  upon 
banking  capital.  Such  taxes  have  taken  almost  every  possible 
form  at  various  periods.  Some  of  the  most  common  are:  (i) 
Taxes  on  circulation;  (2)  taxes  on  deposits;  (3)  taxes  on  capi- 
tal, or  capital  and  surplus;  and  (4)  taxes  upon  bank  shares. 
Most  states  have  gone  so  far  as  to  prohibit  the  organization  of 
banks  under  special  charters.' 

*  Some  of  the  early  state  laws  providing  for  direct  taxes  upon  banks  were  the 
Georgia  Act  of  1805  ;  the  Massachusetts  Act  of  181 2  ;  the  Pennsylvania  Act  of  18 14, 
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The  passage  of  the  National  Bank  Act  of  1864,  which  per- 
mitted taxation  of  individual  holdings  of  bank  shares,  though  not 
at  a  greater  rate  than  that  applied  to  other  ''  moneyed  capital/ 
wrought  something  of  a  revolution  in  the  methods  of  taxing 
banks.  At  the  present  time,  after  a  long  legal  controversy, 
there  is  a  tolerably  uniform  practice  in  the  matter  of  bank 
taxation.  Most  states  now  assess  a  tax  on  the  value  of  bank 
shares  with  the  same  drawbacks  as  are  allowed  in  the  case  of 
other  "  personal  property "  taxes.  The  result  has  been  that, 
because  bank  shares  are  unable  to  evade  the  tax  as  do  other 
forms  of  personal  property,  the  banks  pay  more  than  their  share 
of  all  taxes  on  personal  property.  In  some  states  there  exist 
additional  taxes  upon  capital  stock  (instead  of  shares  in  the 
hands  of  individual  shareholders,  net  earnings,  or  surplus  and 
undivided  profits),  besides  a  license  tax  which  still  persists  in  a 
few  states. 

Under  Federal  laws,  fiscal  needs  have,  as  is  well  known,  led 
to  the  imposition  at  varibus  times  of  special  taxes  upon  banks  as 
institutions  peculiarly  fitted  to  bear  exceptional  burdens.  The 
war  taxes  upon  checks,  capital,  deposits,  and  circulation  imposed 
a  heavy  annual  burden  upon  the  banks  which  was  not  lightened 
until  the  repeal  of  these  taxes,  March  3,  1883  ;  the  tax  upon 
circulation  was,  however,  retained. 

242.  Like  all  special  taxes,  which  fall  only  upon  certain  forms 

which  imposed  heavy  taxes  on  capital,  circulation,  or  dividends.  At  one  time  the  tax 
on  dividends  rose  as  high  as  1 1  per  cent,  and  in  1859  Pennsylvania  extended  it  to 
banks  of  discount  and  deposit.  This  tax  was  progressive  in  its  character,  and  was 
probably  the  heaviest  bank  tax  prior  to  1862  of  which  we  have  any  record.  Ohio  and 
Virginia  also  taxed  banks  on  their  dividends,  and  certain  other  states,  in  chartering 
banks,  reserved  to  themselves  a  portion  of  the  profits.  The  tax  on  dividends  was 
adopted  very  early  in  Ohio  and  considerably  later  in  Virginia,  but  persisted  in  Vir- 
ginia until  long  after  the  Civil  War.  Massachusetts  taxed  banks  on  their  capital 
stock  as  early  as  18  z  2,  and  continued  to  do  so  until  1863.  This  was  in  addition  to  a 
tax  levied  upon  individual  stockholders.  As  already  remarked,  however,  this  tax 
applied  only  to  chartered  and  not  to  free  banks.  Louisiana  taxed  banks  on  their 
"stock  in  trade"  as  early  as  18x3,  and  other  states  imposed  a  heavy  "personal 
property  tax,"  besides  the  usual  tax  upon  real  estate.  New  York,  in  the  law  of  1823, 
assessed  a  tax  on  the  par  value  of  the  stock  and  continued  to  collect  it  until  1847,  after 
which  date  it  was  assessed  upon  market  value.  North  Carolina  did  not  tax  capital 
stock  until  1859.    Compare  Seligman,  Essays  an  Taxation,  pp.  143  et  seq. 
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of  capital,  it  is  the  consumer,  and  not  the  producer,  who  pays 
them.  In  other  words,  a  tax  upon  banking  capital  will  fall  upon 
borrowers,  and  not  upon  the  banks  themselves.  This  is  largely 
due  to  the  high  mobility  of  capital.  If  it  cannot  obtain  in  any 
employment  the  usual  reward,  it  will  migrate  to  other  occupa- 
tions where  normal  gains  can  be  secured.  If  it  were  true,  as  cur- 
rently charged,  that  the  banks  of  the  country  possess  a  monopoly, 
and  hence  are  able  to  obtain  returns  higher  than  those  gained 
in  other  forms  of  investment,  the  transfer  of  capital  just  indi- 
cated might  not  take  place.  The  fact  remains,  however,  that 
the  average  net  earnings  of  national  banks  upon  capital  and  sur- 
plus have  amounted  from  1870  to  1895  ^^^7  ^^  7-8  per  cent, 
annually.  This  can  certainly  not  be  regarded  as  an  excessive 
return  to  business  capital,  and  hence  no  charge  of  excessive 
earnings  can  be  sustained.  It  follows,  therefore,  that  the  weight 
of  a  tax  on  banking  capital  will  be  shifted  to  the  borrowers  at 
those  banks.  This  may  be  clearly  seen  in  the  working  of  the 
tax  on  circulation  itself.  In  order  to  make  the  discussion  clearer, 
suppose  at  first  that  a  tax  of  i  per  cent,  is  levied  upon  the  use 
of  all  currency  other  than  the  **  lawful  money"  of  a  country. 
Those  who  apply  for  accommodations  at  financial  institutions 
must  of  course  receive  their  loans  in  one  of  three  forms —  (i) 
deposits,  (2)  bank-notes,  or  (3)  lawful  money.  The  bank  being 
now  obliged  to  pay  a  tax  on  its  deposits  and  notes,  must  recoup 
itself,  and  will  be  able  to  do  so  by  raising  the  rate  of  interest  on 
its  loans.'  The  rate  of  discount  will,  therefore,  ultimately  be 
raised  somewhat  upon  all  the  loans  of  the  bank,  but  not  in  the 
long  run  by  the  full  i  per  cent,  of  the  tax,  because  any  liabil- 
ities arising  from  the  making  of  loans,  which  have  been  extin- 
guished by  payments  of  cash  by  the  bank  will,  be  untaxed.  If 
the  tax  is  a  temporary  one,  assessed  only  upon  notes  issued  in 
excess  of  a  certain  maximum,  something  like  the  total  amount 
of  the  tax  will  be  much  more  likely  to  be  shifted  direct  to  the 
immediate  borrower.  In  this  case,  no  one  suffers  except  the  bor- 
rower.    If,  however,  the  tax  be  a    regular    assessment,  those 

"  It  should  be  noted,  however,  that  this  tendency  to  shift  the  tax  will,  to   some 
extent,  be  offset  by  the  friction  which  always  impedes  such  economic  movements. 
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who  are  obliged  to  borrow  capital  from  banks  will,  of  course, 
take  into  account  the  higher  rate  of  interest  they  must  pay, 
and  will  expect  to  obtain  such  a  return  on  their  investment  as 
will  compensate  them  for  the  extra  outgo.  The  tax  will  be  dis- 
tributed over  practically  the  whole  of  the  community,  since 
most  of  those  who  engage  in  business  enterprises  are  at  one  time 
or  another  borrowers  at  the  banks,  and  will  thus  fall  not  upon 
the  banks  but  upon  all  users  of  borrowed  capital  or  the  con- 
sumers of  their  products.  As  regards  the  shifting  of  the  tax, 
practically  the  same  will  be  true  of  a  tax  levied  upon  the  capital 
stock  of  a  bank  as  of  one  levied  upon  its  deposits  or  notes. 

243.  There  may  be  two  general  objects  to  be  gained  by  the 
assessment  of  a  tax:  (i)  revenue  or  (2)  restraint  of  some  bank- 
ing practice.  The  present  i  per  cent,  tax  upon  bank  circulation 
is  said  to  be  intended  for  revenue  purposes  only,  and  in  raising 
revenue  it  has  certainly  been  successful.  It  has  often  been  upheld, 
too,  on  the  ground  that  it  is  levied  merely  to  cover  the  annual 
expenses  connected  with  the  control  of  the  national  bank  circula- 
tion. This  argument,  however,  must  be  considered  only  partially 
admissible,  for  the  total  of  such  expenses  not  especially  assessed 
upon  and  paid  by  the  banks  during  the  period  from  1863  to  1895 
has  been  but  28, 1 70,000.98,  while  the  income  of  the  tax  upon 
circulation  during  the  same  period  has  been  ;S8 1,41 1,384.54.  Even 
if  it  were  true  that  the  tax  covered  only  the  expenses  of  the  sys- 
tem, the  fact  still  remains  that  it  is  grossly  unfair  in  its  incidence. 
This  unfairness  is  due  to  the  circumstance  that,  although  the  tax 
is  nominally  a  general  one  upon  all  circulation,  it  is  so  only  in 
name.  This  is  a  consequence  of  the  differences  in  commercial 
habits  prevailing  in  different  portions  of  the  business  community, 
and  especially  of  country  as  distinct  from  urban  districts.  The 
wide  extent  and  the  varied  economic  interests  of  the  United 
States  ought  to  render  us  exceptionally  careful  in  imposing 
restrictions  which  may  be  found  to  be  more  favorable  to  one 
region  than  to  another. 

As  already  so  often  mentioned,  the  demand  liabilities  of  any 
bank  may  take  either  one  of  two  forms  indifferently  :  ( i )  they 
may  be  in  the  form  of  deposits  or  (2)  of  circulating  notes.     Of 
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these  the  notes  are  commonly  preferred  in  regions  where  pop- 
ulation is  sparse.  If,  therefore,  a  tax  be  levied  upon  circulat- 
ing notes,  and  not  upon  deposit-currency,  those  institutions 
whose  customers  demand  notes  are  at  a  relative  disadvantage. 
They  must  either  lose  the  amount  of  the  tax  or  charge  their  cus- 
tomers sufficient  additional  interest  to  make  it  up,  and  the  latter 
is  the  course  they  will  most  naturally  pursue.  Those,  however, 
who  work  with  capital  borrowed  at  a  rate  of  interest  higher 
than  that  prevailing  in  other  parts  of  the  country  subject  to  sim- 
ilar economic  conditions  labor  under  a  disadvantage.  All  this 
may  be  made  clearer  by  taking  a  simple  illustration : 

The  situation  of  the  202  national  banks  in  Illinois,  outside 
of  Chicago,  October  5,  1897,  was  as  follows : 


RESOURCES. 

Loans  and  discounts,    $46,863,899 
Other  resources,    .     -     38,786,289 


$85,650,188 


LIABILITIES. 

Capital  Stock,   -  -    $17,776,000 

Circulation,  -  -              5*484,937 

Deposits,-         -  -       52,739,741 

Other  liabilities,  -             9*649,510 


$85,650,188 


At  the  same  date  the  situation  of  the  nineteen  national  banks 
of  Chicago  was  this  : 


RESOURCES. 


LIABILITIES. 


Loans  and  discounts,  $  86,832,905  Capital  stock,  - 

Other  resources,       -      89,353,551  Circulation,  - 

Deposits, 

$176,186,456  Other  liabilities, 


-  $  19,700,000 

616,365 

-  145.561,940 

10,308,151 

$176,186,456 


Under  these  circumstances,  although  the  combined  capital 
of  the  203  country  banks  was  much  smaller  than  that  of  the 
nineteen  city  banks,  the  tax  paid  by  the  country  banks  upon 
circulation,  supposing  this  to  be  their  average  circulation,  must 
have  been  $54,849,  while  that  paid  by  the  city  banks  must  have 
been  only  ^$6,163.  It  thus  appears  that  with  less  combined  cap- 
ital the  country  banks  of  Illinois,  and  consequently,  the  com- 
munities in  which  they  were  located,  were  paying  at  the  date 
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mentioned  under  the  guise  of  a  tax  of  i  per  cent,  upon  circula- 
tion, an  amount  nearly  nine  times  as  large  as  that  of  the  com- 
bined national  banks  of  Chicago. 

Unless  accompanied  by  a  tax  upon  deposits,  therefore,  a  tax 
upon  circulation  works  gross  injustice  to  those  communities 
which,  by  the  character  of  their  business  conditions,  are  com- 
pelled, or  find  it  desirable,  to  use  notes  instead  of  deposits  as 
currency.  It  is  to  meet  this  injustice  of  the  present  tax  upon 
circulation  that  the  plan  of  the  Commission  proposes  to  make 
the  franchise  of  the  bank  as  measured  by  its  combined  capital, 
surplus,  and  undivided  profits  the  basis  of  assessment.  In  this 
way  the  expense  of  carrying  on  the  system  will  be  made  to  fall, 
as  it  should,  upon  the  country  as  a  whole,  instead  of,  as  now, 
upon  those  places  which  support  smaller  institutions.  In  this 
way,  also,  the  tax  is  imposed  upon  what  .the  banks  own  and  not 
upon  the  particular  tool  which  their  customers  use. 

244.  An  object  different  from  that  of  obtaining  revenue  or 
paying  the  expenses  of  the  system  is,  however,  sought  in  the 
imposition  of  the  frequently  proposed  tax  upon  all  circulation 
in  excess  of  a  specified  amount.  Nearly  all  the  plans  for  bank- 
ing and  currency  reform  put  forward  within  recent  years  have 
included  some  provision  for  imposing  a  tax  upon  the  whole  or 
a  part  of  the  note  circulation  issued  by  banks.  The  **  Baltimore 
Plan  "  of  currency  reform  reduced  the  tax  of  i  per  cent,  to  one- 
half  of  I  per  cent,  per  annum  upon  the  ordinary  circulation  out- 
standing up  to  an  amount  not  exceeding  50  per  cent,  of  the 
paid-up  capital  of  the  bank.  It  stipulated,  however,  that  a 
"heavy  tax"  should  be  levied  upon  all  circulation  in  excess  of 
50  per  cent. — 75  per  cent,  of  the  capital  being  the  maximum  issue 
allowed.  In  a  similar  way  the  plan  recently  proposed  by  Hon. 
Charles  N.  Fowler,  of  New  Jersey,  provided  for  a  gradually 
increasing  tax  upon  bank  circulation  based  upon  assets,  in  excess 
of  an  issue  equal  to  capital  and  based  upon  bonds.  An  expe- 
dient of  the  same  sort  was  recommended  by  Comptroller  Eckels 
as  a  means  of  reducing  the  volume  of  a  circulation  which  might 
otherwise  become  redundant  and  inflated.  Similar  ideas  have 
been  put  forward  by  many  others.     The  plan  of  the  Commission 
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suggests  a  tax  of  2  per  cent,  on  all  circulation  in  excess  of  60 
and  not  over  80  per  cent,  of  the  capital  of  banks,  and  a  tax  of 
6  per  cent,  on  all  circulation  exceeding  80  per  cent,  until  the 
limit — 100  per  cent,  of  capital — is  reached. 

245.  It  will  be  worth  while  to  say  something  of  the  results  of 
the  imposition  of  a  tax  such  as  that  under  discussion,  both  when 
regularly  levied,  and  when  imposed  only  upon  emergency  circula- 
tion. The  uselessness  of  most  taxes  upon  banks  as  a  means  of 
burdening  the  banks  has  already  been  seen ;  since,  in  the  long 
run,  they  will  be  shifted  from  the  banks  themselves  to  their  cus- 
tomers. The  intent  of  a  tax  upon  all  circulation  above  a  certain 
maximum  cannot  be  to  force  the  bank  to  restrain  its  circulation 
within  suitable  bounds.  Such  an  object  would  be  much  better 
attained  by  the  prohibition  of  the  issue  of  notes  above  a  certain 
amount.  This  is  accomplished  by  the  absolute  limitation  of 
notes  to  100  per  cent,  of  capital. 

The  tax  of  6  per  cent,  on  circulation  in  excess  of  80  per 
cent,  rests  upon  a  recognition  of  the  fact  that,  whereas  the  demand 
of  the  community  for  a  note-currency  is  normally  more  or  less 
definite,  amounting  to,  say,  50  per  cent,  of  the  aggregate  bank- 
ing capital  of  the  country,  there  are  times  when  in  consequence 
of  panic  or  sudden  stringency  it  may  rise  to  a  vastly  larger 
amount.  When  this  demand  is  met  by  a  rigid  limitation,  the 
familiar  phenomena  of  panics  and  crises  are  aggravated.  Such 
are  the  times  when  loans  should  not  be  contracted  but  expanded 
to  meet  the  sudden  and  intense  needs  of  the  business  public.  If 
this  wholesome  expansion  can  take  place  through  an  enlarge- 
ment of  the  note-issues  following  an  increase  in  the  willingness 
of  the  community  to  absorb  notes,  no  harm  will  be  done.  The 
permission  to  issue  above  80  per  cent,  subject  to  the  tax  of  6  pc  r 
cent,  is  intended  to  make  possible  loans  for  which  borrowers  will 
pay  even  a  high  rate  of  interest,  but  which  would  otherwise 
have  been  impossible.  Were  the  note-issue  rigidly  limited  to  a 
specified  percentage  of  the  capital,  conditions  might  arise  under 
which  the  limit  having  been  reached,  the  system  would  be  found 
unresponsive  in  time  of  stringency  and  currency  need.  The 
imposition  of  a  tax  which  under  normal  conditions  is  practically 
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prohibitory,  but  which  may  readily  be  borne  under  certain  condi- 
tions, is  preferable  to  an  absolute  limitation  of  the  issue  to  80  per 
cent.  The  notes  thus  issued  will  flow  back  to  the  bank  when  the 
need  is  past,  and  not  be  reissued,  since  no  borrower  who  is 
willing  to  take  notes  at  the  high  rate  of  discount  necessitated  by 
the  tax  is  likely  to  present  himself.  The  same  notes  will  not, 
necessarily,  return,  but  other  notes  will,  and  the  retirement  of 
these  will  reduce  the  circulation  to  exactly  the  same  extent  as 
a  retirement  of  the  emergency  issues. 

The  exact  point  where  normal  currency-needs  cease,  and 
unusual  or  panic  demands  set  in,  cannot  of  course  be  precisely 
set.  Many  place  it  at  much  lower  than  80  per  cent,  of  the 
banking  capital  of  the  country.  Certainly  the  untaxed  circula- 
tion should  be  large  enough  to  include  the  normal  amount  of 
notes  in  use  together  with  those  temporarily  called  out  by 
legitimate  seasonal  demands.  The  plan  of  the  Commission 
has,  therefore,  suggested  a  slightly  repressive  tax  of  2  per  cent, 
on  all  circulation  above  60,  but  not  over  80,  per  cent  of  the  capi- 
tal, this  being  probably  sufficient  to  control  the  increase  of 
notes  in  times  of  only  slight  disturbance. 

246.  The  expedient  of  a  tax  on  all  circulation  additional  to 
that  required  by  normal  needs  is  not  a  new  one.  Not  to  give 
other  instances,  it  exists  today  in  Germany  and  Austria-Hungary. 
According  to  the  German  banking  law  all  circulation  taken  out 
above  an  allowed  circulation  of  385,000,000  marks  in  excess  of 
coin  on  hand  is  taxed  at  the  rate  of  5  per  cent,  per  annum.  The 
Austro-Hungarian  Bank  also  pays  a  tax  at  the  rate  of  5  per 
cent,  per  annum  on  all  uncovered  circulation  above  200,000,000 
florins. 


LOANING   AND   BANKING   FACILITIES   IN   THE 

SOUTH   AND   WEST. 

247.  At  the  present  time  the  banking  institutions  of  the 
United  States  may  be  divided  into  five  principal  classes,  national, 
state,  and  private  banks,  loan  and  trust  companies,  and  savings 
banks.  Of  these  the  last  class  may  be  excluded,  inasmuch  as 
savings  banks  are  not  commercial  banks.  It  may  be  well  to 
recall  the  function  of  these  different  classes  of  institutions.  As 
is  well  known,  the  organization  of  national  banks  with  capitals 
less  than  ^(50,000  is  not  allowed.  Much  more  liberty  is  per- 
mitted in  the  organization  of  state  banks,  but  some  of  the  states 
place  a  minimum  limit  of  $5,000  or  $10,000  to  the  capitals  of 
these  institutions. 

Private  banks  are  unincorporated  loan  agencies  which,  not 
being  subject  to  the  corporation  law,  are  able  to  carry  on  their 
operations  in  any  way  they  may  see  fit.  The  loan  and  trust 
companies  organized  under  state  laws  have  practically  the  same 
standing  as  the  state  banks.  Banking  capital  generally  goes 
where  there  are  opportunities  for  making  loans,  and  hence  large 
aggregations  of  such  capital  are  confined  to  correspondingly 
large  centers  of  population.  The  bank  of  $50,000  capital  cannot 
find  scope  for  its  business  in  a  village  of  a  few  hundred  inhabi- 
tants. It  is,  therefore,  practically  confined  to  towns  of  consider- 
able size.  Yet  it  is  precisely  in  the  very  small  towns  and 
villages  that  the  issue  of  notes  is  demanded,  while  the  use  of 
checks  is  less  popular  and  less  general. 

The  national  banks,  however,  are  the  only  institutions  which 
can  issue  this  currency,  and,  by  confining  them  to  larger  places, 
by  necessitating  the  organization  of  banking  capital  under  other 
laws  in  small  places,  and  by  taxing  notes  which  may  be  issued 
under  such  laws  at  a  prohibitory  rate  (as  is  now  done  by  the  10 
per  cent,  tax  imposed  upon  state  bank  notes),  these  smaller 
groups  of  population  are  prevented  from  obtaining  their  credit 
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facilities  in  what  is  practically  the  only  way  in  which  they  could 
be  utilized.  They  must  borrow  their  currency  in  other  localities 
and  pay  for  it  at  a  much  higher  rate  of  interest  than  they  would 
otherwise  be  obliged  to  pay.  Greater  flexibility  is,  of  course, 
found  under  the  state  banking  laws.  Although  not  allowed  to 
issue  currency  because  of  the  prohibitory  tax,  there  is  a  much 
greater  flexibility  in  the  distribution  of  state  banking  capital  than 
in  that  of  national  banking  capital.  Even  here,  however,  limits, 
as  already  observed,  have  been  set.  The  bank  of  $5,000  or 
$10,000  capital  cannot  exist  in  a  community  where  regular  cus- 
tomers are  so  few  or  so  scattered  as  not  to  warrant  keeping  a 
banking*house  open  the  year  round,  as  must  necessarily  be  the 
case  where  institutions  are  incorporated,  and  attempt  to  carry  on 
a  regular  business.  And  in  somewhat  the  same  way,  the  institu- 
tion of  private  banks  is  scarcely  possible  in  sparsely  settled  and 
poor  districts  where  the  possibilities  of  making  unusual  profits 
are  not  numerous.  Furthermore,  it  seems  impracticable  to  carry 
on  regular  banking  or  loan  operations  upon  capitals  of  less  than 
$5,000,  and  hardly  indeed  upon  these. 

In  the  following  table  (pp.  372-373)  have  been  represented 
the  amounts  and  kinds  of  these  varieties  of  banking  capital  in  the 
several  states,  as  well  as  the  deposits  of  the  various  institutions, 
the  circulation  of  national  banks,  and  the  average  of  the  total 
bank  capital,  surplus,  undivided  profits  and  deposits  per  capita. 
The  per  capita  bank  circulation  has  also  been  added — being 
computed  from  the  data  given  in  the  Comptroller's  report  for 
1896. 

248.  It  seems  that  the  least  numerous  institutions  are  the  loan 
and  trust  companies.  Next  come  the  private  banks,  which  are 
found  in  comparatively  few  of  the  states,  and  whose  capitals  are 
relatively  scant  and  inadequate. 

Neither  of  these  classes  of  institutions,  therefore,  requires 
much  mention.  It  is  upon  the  national  banks  and  the  state 
banks  that  the  duty  of  providing  loans  seems  to  fall.  As  is 
seen  by  a  glance  at  the  table,  the  aggregate  capital  of  state 
banks  is  in  most  states  nearly  equal  to,  and  in  quite  a  number 
largely  in  excess  of,  that  of  the  national  banks.     In  the  case  of 
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California,  for  instance,  national  banking  capital  amounts  to 
{7,525,000  only,  while  state  banking  capital  aggregates  $40,660,- 
938.  In  Missouri,  the  relative  amounts  are  $18,915,000  and 
$20,156,917;  in  Kansas,  $9,812,100  and  $8,208,492;  in  South 
Carolina,  $1,848,000  and  $1,392,250;  in  Virginia,  $4,846,300  and 
$6,241,365 ;  andinKentucky,$i3,o84,400and$22,437,936respec- 
tively.  This  distribution  of  the  banking  capital  of  the  Southern 
and  Western  states  supports  very  strongly  the  statements  already 
made,  and  shows  that  the  investment  of  banking  capital  under 
state  laws  is  preferred  to  its  investment  under  the  national  bank- 
ing act.  As  already  remarked  private  banks  and  loan  and  trust 
companies  play  but  an  insignificant  part.  As  might  be  expected 
from  what  has  been  previously  said,  the  home  or  local  circula- 
tion of  the  states  under  discussion  is  very  small.  Looking  at 
the  column  showing  circulation  it  appears  that  it  is  but  a  small 
percentage  of  the  capital.  This  is  better  realized  by  a  com- 
parison with  population.  As  is  seen  from  the  last  column  of 
the  table,  the  per  capita  circulation  in  most  of  the  Western 
and  Southern  states  is  likewise  not  large.  Kentucky,  Virginia, 
California,  and  one  or  two  others  are  exceptions,  but  this  is  due 
to  exceptional  circumstances,  and  the  fact  that  they  are  wealth- 
ier than  the  other  states.  In  general,  it  may  safely  be  said 
that  the  figures  for  per  capita  circulation  show  an  abnormally 
low  level  of  bank  issues.  In  Mississippi,  for  instance,  the  aver- 
age bank  circulation  per  capita  amounts  only  to  17  cents,  and 
in  many  other  states  it  varies  from  50  to  80  cents.  Few  of 
these  states  show  an  average  higher  than  $1.50,  and  still  fewer 
an  average  above  $2.00. 

249.  At  least  two  quite  distinct  points  appear  from  this  show- 
ing. The  Southern  and  Western  states  are  deficient  in  two  things : 
banking  capital  and  bank-note  currency.  These  two  things, 
although  closely  connected  and  sometimes  confused  with  one 
another,  represent  two  wholly  different  aspects  of  the  situation. 
The  one  implies  a  need  for  long-time  loans  upon  security.  The 
other  is  a  lack  of  the  mechanism  by  which  an  economical,  con- 
venient and  effective  currency  can  be  created  for  the  transaction 
of  business. 
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STATEMENT    SHOWING   THE   AMOUNTS   AND   VARIETIES     OF     BANKING   CAP- 
ITAL   IN   THE   SEVERAL   STATES. 


Maine 

New  Hampshire . . . . 

Vermont 

Massachusetts 

Rhode  Island 

Connecticut 

New  York 

New  Jersey 

Pennsylvania 

Delaware 

Maryland 

District  of  Columbia 

Ohio 

Indiana   

Illinois 

Michigan 

Wisconsin 

Virginia 

West  Virginia 

North  Carolina 

South  Carolina 

Georgia   

Florida 

Alabama   

Mississippi 

Louisiana 

Texas 

Arkansas 

Kentucky 

Tennessee 

Iowa 

Minnesota 

Missouri 

Kansas 

Nebraska 

Indian  Territory  . . 

North  Dakota 

Nevada    

South  Dakota 

Utah 

Washington 

Colorado   

Oregon 

Arizona   

California 

New  Mexico 

Montana 

Oklahoma 

Wyoming 

Idaho  


Capital 


National  banks 


$11,156,000 
5,930,000 
6,985,000 
95,377,500 
19,337,050 
22,491.070 
86,646,060 
14,395,000 
74,805,820 

2,133,985 
17,054,960 

3,327,000 

45,680,100 

14,212,000 

39,271,000 

13,159,000 

10,730,000 

4,846,300 

3,451,000 

2,766,000 

1,848,000 

4,116,000 

1,485,000 

3,505,000 

755,000 

3,560,000 

21,570,000 

1,220,000 

13,084,400 

8,275,000 

13.495,000 

14,850,000 

18,915,000 

9,812,100 

11,525,000 

460,000 

2,060,000 

82,000 

1,960,000 

1,900,000 

5,788,000 

6,537,000 

3,170,000 

400,000 

7,525,000 

600,000 

4,155,000 

250,000 

860,000 

675,000 


State  banks 


%      916,675 

2,240,000 

31,420,700 

1,732,300 

8,415,050 

344,000 

1,034,750 

9,984,325 
4,920,400 

7,720,000 

12,561,104 

6.827,750 
6,241,365 

3,265.550 

1,997,635 
1,392,250 

2,856,517 
565,000 
464,000 

3,419,314 
2,517,475 

888,682 

22,437.936 
3,359,602 
8,964.900 
8,204,500 

20,156,917 
8,208,492 

8,770,590 
1,051,500 

1,042,110 
1,165,000 

550,700 
1,885,000 

818,550 

237,644 
40,660,938 

200,000 

425,000 

197,614 
72,000 


Loan  and  trust 
companies 


%  1,460,900 


10,875,000 
2,816,466 
1,135,000 

29,600,000 

2,106,345 

39,976,237 

500,000 

200,000 
3,250,000 

1,810,900 
5,097,500 

760,000 


Private  banks 


1,040,202 


870,797 
3,947,426 

5,700,000 


NatJooaJ  banks 


%   1,000,700 

1.477,525 
146,948 

1.603,275 

2,178,378 

3,193,504 

554,313 
1,088,495 


306,485 
48,500 

•  ■  •  •  •  ■  • 

137,000 


1,725,600 


3,182,980 

773,120 
1,106,200 


76,000 

250,000 
1,144,592 

297,309 
351,800 


1,153.253 
171,060 


164,349 
178,700 


%  15,620,057 

8,824,362 

8,542,300 

169,847,167 

19,037,534 
32,435.961 

383.916,460 
52,139,195 

232,143,552 

4,748,873 
33,110,308 

13,464,990 

92,019,433 
29,604,637 
103,544,296 
34,968,156 
33,534,332 

13,591,874 
7,100,781 

4,869,968 

3,744,481 

6,634,493 
3.91 », 65 1 

5.727,797 
2,032,424 

14,081,010 

30,552,776 
1,661,422 
15,640,253 
13,926,620 
23,725,111 

31,184.739 
34,495,276 

15,585,139 
17.037,122 

700,066 

5,047,948 

151,442 

3,909,709 
2.586.555 

6,468,977 
24,289,416 

7,347,681 

703.712 

16,181,295 

1,930,760 

11,418.179 

449.041 

1,865,321 

1,846,374 
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Deposits 


State  banks 


\         735.468 

5,091,727 

192,672,448 

6,723,859 
40,086,517 

758,489 
2,638,122 

38,341,722 
9,147.051 
23,616,727 
66,212,786 
26,573.706 

14,606,504 
10,352,562 

3,472,545 
1,970,371 
4.059,158 
1,238,156 
538,709 
6,753.758 
7,128,618 

1,527.901 
25.557,816 

5.589,527 
15,738,952 
23,188,344 
66,935,201 
14,895,067 
13.207,339 

2,483,141 

1,834,501 
924,710 

815,498 

3,622,128 

646,848 

703,079 

53,630,156 

334,988 

884,534 
259,410 

161,771 


Loan  and  trust 
companies 


%     4,051,376 


89,136,887 

21,117,888 

6,083.550 

307,351,893 
16,843,780 

101,812,081 

1,088,971 

88,095 

5,079,306 

427,016 
18,728,215 

363.024 


172,152 


4,364,963 
1.202,412 

8,556.548 


Private  banks 


^3,692,866 

6,371,614 

141.472 

5,196,407 
7,008,443 

7,901,917 
1,500,826 
5,070,572 

3 

839,264 

56,563 
508,272 

3,221,918 

5.233,187 
1,607,390 
4,960,998 

94.823 

434.004 
1,469,408 

1,041,708 
723,952 

1.039,019 
197.586 

633.325 
170,844 


Circulation 


National  banks 


%   5.684,889 

3,823,878 

3.700,130 

34,076,083 

8,001,046 

8,577.274 
42,205,787 

5,592,422 

31,566,911 

697,414 

5.337.435 
1.039.882 

17,753,191 
5,639.505 
7.413.652 
4.771,892 
3,199,646 

2,146,099 
1,236,082 

905.365 
623,360 

1.288,378 

358,605 

1,229,681 

233.672 

1,467,138 

4,981,459 

314,295 
5,327,662 

1,571,477 
4,116,015 
2,070,041 

3,053,736 

2,718,037 

2,523.635 

124,350 

526,806 

37,302 

571,977 

784,381 

1,274,607 

1,415,422 

1,059,279 

136,978 

1,687,947 

314,351 
828,344 

50,610 

212,227 

196,665 


Total  bank  cap- 
ital, surplus, 
undiv.  prof,  de- 
posits, av*ge  per 
cap.  (excluding 
savings  banks) 


54.61 
41.85 

53.34 
162.14 

185.87 

99.65 
182.17 

59.50 

97.97 
60.71 

57.78 

96.73 
54.68 

34.00 

56.54 

58.33 

47.34 

25.63 
31.09 

9.03 
8.42 

9.96 
16.62 

7.37 

10.57 
26.77 

24.83 
4.86 

40.54 
18.53 
40.65 

54.27 
58.56 
38.65 
35.81 
6.87 

31.8s 

23.07 
22.23 

28.04 

28.00 

67.93 
37.69 
33.99 

98.79 
18.76 

94.67 
8.58 

42.00 
24.15 


Bank  circula- 
tion per  capita 


8.49 

9.73 
11.07 

13-10 

20.46 

10.28 

6.30 

3.08 

5.25 
3.83 
4.77 
3.66 

4-45 
2.41 
1.72 

1.99 
1.61 
1.22 

1.45 
.52 
.50 
.64 
.73 
.74 

.17 
1. 18 

1.95 

.24 

2.65 

.82 

1.97 
1.20 

I.OI 

2.01 

1.65 

.60 

1.55 
.84 
1.02 
2.85 
2.22 
2.38 

2.94 
1.98 

1.17 
1.77 
3.60 

.34 
2.23 

1.46 
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The  need  for  capital  to  loan  on  long  time  is  one  which  must 
exist  wherever  the  industrial  period  is  prolonged.  This  is 
especially  true  of  agricultural  industry  and  kindred  occupations 
which  require  a  much  longer  period  for  their  performance  than 
do  other  industrial  pursuits.  The  crop  must  be  planted,  raised, 
and  marketed  before  any  return  can  be  obtained.  This  neces- 
sitates a  proportionately  long  period  of  credit.  That  is  to  say, 
capital  must  be  loaned  on  long  time,  and  upon  a  security  dif- 
ferent from  that  which  forms  the  basis  of  the  ordinary  opera- 
tions of  commercial  banking.  The  agriculturist  has  only  his 
land  with  its  improvements  and  his  future  crop  upon  which  to 
base  the  credit  for  which  he  asks.  Owing  to  the  present  organ- 
ization of  the  credit  and  banking  facilities  of  the  United  States, 
these  facts  have  frequently  precluded  him  from  obtaining  credit 
when  he  should  have  had  it,  and  when  its  extension  would  have 
materially  assisted  in  developing  the  country.  Indeed,  the  whole 
credit  period  in  Southern  and  Western  districts  is  much  longer 
than  that  of  more  advanced  commercial  districts.  Wages,  for 
instance,  are  more  usually  paid  monthly  than  weekly,  as  is  the 
case  in  the  East.  This  appears  from  a  consideration  of  the  returns 
made,  in  response  to  the  inquiry  by  the  Comptroller  of  the  Cur- 
rency, in  1896.  The  usual  wages  period  in  the  South  and  West  is 
only  an  example  of  the  credit-period  employed  in  other  transac- 
tions. At  the  present  time,  for  instance,  the  credits  upon  which 
goods  are  sold  in  those  sections  are  extremely  long,  and  must 
necessarily  be  so  where  the  agricultural  class  is  as  a  rule  but 
.scantily  provided  with  capital,  and  must  rely  upon  future  crops  to 
pay  the  expenses  incidental  to  the  production  of  them.  This  need 
for  long-time  loans  upon  security,  which,  while  of  undoubted 
ultimate  value,  is  not  to  be  quickly  realized  upon,  is  met  in 
most  countries  by  institutions  specially  organized  for  the  pur- 
pose of  extending  such  loans, — for  instance,  the  Raiffeisen 
institutions  of  Germany,  or  the  French  mortgage  banks.  Both 
of  these  classes  of  institutions  have  for  their  object  to  furnish 
capital  to  farmers  on  long  time  upon  real-estate  security,  and 
have  greatly  assisted  agricultural  development.  No  similar 
mechanism  for  this  purpose  has  as  yet  been  developed  in  the 
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United  States.  The  farm  mortgage  companies  have,  indeed, 
entered  this  field,  but  many  of  them  have  failed.  This  matter 
is,  however,  quite  apart  from  the  immediate  currency  and  bank- 
ing question ;  though,  as  will  be  noted  later,  the  development  of 
a  better  banking  system  in  the  sections  in  question  would  do 
something  to  attract  capital  and  meet  this  want. 

250.  In  agricultural  communities  where  population  is  sparse 
and  business  methods  are  unprogressive,  the  use  of  deposit-cur- 
rency has  not  developed.  Conditions  have  been  such  as  would 
scarcely  admit  of  its  use.  Had  the  need  for  note-currency, 
moreover,  been  constant,  it  would  probably  have  been  supplied, 
but  the  fact  that  it  existed  only  at  certain  seasons  of  the  year 
and  not  at  others  has  rendered  it  impossible  to  keep  currency 
permanently  in  these  regions  in  a  quantity  sufficient  to  meet 
demands  when  at  their  highest.  When  demand  finally  became 
intense  and  currency  was  wanted  at  certain  seasons,  it  was 
impossible  to  get  it  quickly  enough,  or  it  could  be  had  only  at 
high  rates.  The  periodicity  of  agricultural  returns  has  thus 
necessitated  a  similar  ebb  and  flow. 

It  appears  from  this,  that : 

1.  We  have  a  great  number  of  small  communities  which  are 
unable  to  support  banks  even  of  the  smallest  capitals. 

2.  Such  communities  demand  their  currency  in  the  form  of 
notes,  not  in  that  of  deposits. 

3.  We  have  no  note-issuing  banks  of  less  capital  than 
f  50,000,  and,  so  far  as  the  real  purposes  of  note-issue  go,  no 
banks  of  issue. 

4.  Banks  of  issue  in  such  communities,  even  if  allowed  to 
issue  their  notes  up  to  the  full  value  of  their  capitals,  could  not, 
where  a  deposit  of  national  bonds  is  required,  satisfy  the  wants 
of  their  customers,  inasmuch  as  no  bank  which  loans  no  more 
than  its  own  capital  can  exist,  and  there  is  no  field  for  making 
loans  in  the  form  of  deposits. 

5.  There  is  a  lack  of  the  means  of  extending  long  credits  on 
slow  (although  reliable)  security.  But  this  is  a  thing  outside  the 
field  of  our  consideration. 


BRANCH  AND  SMALL  BANKS. 

252.  The  original  national  banking  law  imposed  certain 
restrictions  upon  the  capitals  of  banks  organized  under  the  act. 
The  lowest  capitalization  allowed  was  $50,000,  but  no  permis- 
sion was  given  for  the  establishment  of  branches  by  larger 
banks.  The  method  of  distributing  banking  capital  to  com- 
munities in  need  of  it  was  thus  narrowly  limited,  for  to  com- 
munities which  could  not  support  a  bank  having  as  large  a 
capital  as  $50,000  it  was  impossible  to  enjoy  facilities  afforded 
by  institutions  organized  under  the  national  act.  The  operation 
of  the  act  of  March  1865,  passed  soon  after  the  original 
national  bank  act  went  into  effect,  taxing  the  notes  of  state 
banks  at  10  per  cent.,  drove  them  out  of  existence.  The  note- 
issue  function  was  soon  confined  to  national  banks  and  by  con- 
sequence —  there  being  no  national  banks  of  less  capital  than 
$50,000  permitted — to  banks  having  capitals  of  $50,000  or 
more.  This  meant  that  communities  which  could  not  support 
a  bank  of  $50,000  were  debarred  from  the  advantages  arising 
from  local  banks  of  issue.  It  was  still  possible,  however,  for 
communities  to  have  banks  with  capitals  smaller  than  $50,000 
established  under  state  laws.  Many  of  these  state  systems,  too, 
permitted  the  organization  of  branches,  yet  the  benefits  of  a 
branch  system  have  not  been  secured.  The  many  thousand 
banking  offices  in  the  United  States  are,  with  a  few  exceptions, 
independent  institutions,  having  no  direct  connection  with  one 
another.  Branch  banking  has  wholly  failed  to  develop.  Bank 
capital  is  in  nearly  every  other  country  distributed  largely  by 
means  of  branch  offices.  Nowhere  save  in  the  United  States  is 
there  such  a  multitude  of  small  and  unconnected  institutions. 
There  is,  perhaps,  no  more  striking  characteristic  of  the  banking 
system  of  the  United  States  than  the  immense  number  of  banks 
of  low  capitalization,  and  the  absence  of  institutions  of  large 
capital  with  branches. 

376 
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252.  It  would  seem  that  there  must  be  a  reason  for  this 
peculiarity  in  the  banking  system  of  the  United  States.  In 
searching  for  this  reason,  the  first  fact  of  importance  seems  to 
be  that,  although  the  organization  of  branches  has  been  per- 
mitted to  the  non-note-issuing  banks  in  some  of  the  states,  they 
have  not  been  organized,  while  in  other  countries  they  have  been 
established  in  nearly  every  case  by  note-issuing  banks.  This  seems 
at  once  to  indicate  that  in  places  where  notes  are  the  most  impor- 
tant medium  of  exchange  a  connection  of  some  sort  exists  between 
the  issue  of  notes  and  the  establishment  of  branches. 

The  inducement  to  the  establishment  of  branches  by  banks 
is,  of  course,  the  possibility  of  profit.  But  as  has  already  been 
frequently  pointed  out,  profit  can  be  obtained  only  by  making 
loans.  These  when  greater  than  the  amount  of  the  capital,  as 
it  is  necessary  that  they  should  be,  can  be  made  by  the  loan  of 
funds  left  with  banks  by  others  or  by  the  issue  of  circulating 
notes.  It  is  also  clear  that,  were  the  possibilities  of  loaning 
beyond  the  amount  of  the  capital  wholly  or  chiefly  confined  to 
one  of  these  forms  of  liability — the  other  being  unavailable,  as 
in  the  case  of  the  state  bank  notes  whose  issue  is  prohibited  by 
the  10  per  cent,  tax — and  were  this  other  form  distasteful  or 
impossible  of  introduction  among  the  community  where  the 
branch  was  to  be  established,  the  motive  for  the  creation  of  the 
branch  would  be  absent.  This  motive  has  been  wanting  in 
many  parts  of  the  United  States.  By  the  laws  of  the  United 
States,  the  issue  of  notes  has  been  made  impossible  to  all  save 
national  banks,  and  the  capital  of  these  banks  has  been  limited 
to  f  50,000  as  a  minimum.  Banks  other  than  national  must, 
therefore,  be  established  under  state  laws,  some  of  which  have 
permitted  the  organization  of  such  institutions  with  capitals  as 
low  as  S5000  or  2 10,000.  They  can,  however,  make  use  only 
of  deposits  as  a  means  of  loaning  beyond  the  amount  of  their 
capital.  But  deposits  do  not  provide  a  desirable  form  of 
currency  for  use  in  country  districts.  It  follows,  therefore,  that 
the  state-bank  systems  supply  the  deficiences  of  the  national 
system  only  in  so  far  as  they  furnish  independent  banks  of 
smaller  capital  than  $50,000. 
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253.  Nor  would  it  have  been  of  material  assistance  had  the 
organization  of  national  banks  of  capitals  smaller  than  $50,000 
been  allowed.  As  the  system  has  worked  out,  the  issue  function 
has  been  a  useless  one.  The  compulsory  deposit  of  bonds  to 
secure  circulation  has  hampered  the  banks  in  exercising  this 
function,  since  the  requirement  to  deposit  bonds  now  cuts  off 
all  profit  arising  from  the  issue  of  notes.  Moreover,  the  rural 
communities  are  those  where  interest  is  highest,  and  hence  where 
notes  can  least  advantageously  be  issued  under  the  present  sys- 
tem of  bond-deposit,  owing  to  the  high  price  of  the  bonds. 
These  difficulties  probably  cannot  be  overcome  by  the  establish- 
ment of  banks  of  lower  capitals  than  now  exist. 

Under  the  system  proposed  in  this  Report  not  only  would 
capital  be  introduced  into  these  sections  to  some  extent  through 
the  medium  of  banks  of  $25,000  capital  in  many  of  the  smaller 
towns,  but  large  amounts  of  additional  banking  capital  would  be 
attracted  to  the  larger  places.  At  the  present  time  bank  capital 
can  be  more  profitably  invested  in  one  of  the  commercial  cities 
of  the  East,  where  loans  will  be  made  at  5  or  6  per  cent.,  than 
in  Arkansas,  where  they  could  be  made  at  8  or  10  per  cent. 
This  is  because  banking  business  is  done  in  the  East  with  depos- 
its which  are  neither  taxed  nor  restricted  by  the  requirement  of 
investment  in  high-priced  bonds.  If,  however,  the  issue  of  notes 
(which  is  the  form  of  currency  which  must  be  most  largely  used 
in  the  South  and  West)  were  put  upon  the  same  basis,  there 
would  be  the  same  profit  in  $80,000  of  bank  notes  that  there  now 
is  in  $80,000  of  deposits.  It  would  then  become  more  profit- 
able to  employ  banking  capital  in  the  West  and  South ;  and  the 
result  would  be  that  considerable  amounts  of  capital  would  be 
transferred  from  the  East  to  the  West  and  South,  until  the  lower 
rate  of  interest  thereby  brought  about  in  those  sections  left  the 
business  no  more  profitable  than  in  the  East. 

254.  If  a  system  of  small  banks  be  not  feasible,'  can  the 
desired  banking  facilities  be  furnished  by  the  establishment  of 

'  On  this  point  valuable  suggestions  are  given  by  Professor  Dunbar,  of  Harvard 
{"The  National  Banking  System,"  Quarterly  Journal  of  Economics,  October  1897,  pp. 
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branches  of  larger  institutions  ?  This  question  remains  to  be  dis- 
cussed. It  may  be  divided  into  two  parts  :  (i )  Would  a  system 
of  branch  banks  be  introduced,  if  its  establishment  were  per- 
mitted ?  and  (2)  would  it,  if  established,  meet  the  wants  already 
outlined  ?  To  these  may  be  added  an  inquiry  whether  or  not 
such  a  system,  even  if  it  met  such  wants,  would  have  a  good 
effect  upon  the  general  banking  organization  of  the  country. 

Whether  or  not  branches  will  be  organized  if  their  establish- 
ment be  permitted  is  solely  a  question  of  profitableness  to  the 
bank — a  question  of  comparative  advantage  and  disadvantage. 

It  has  already  been  seen  that  the  form  of  liability  which 
would  be  used  in  rural  communities  is  the  note.  In  the  main 
the  reverse  is  true  of  cities  and  commercial  communities. 
Here  the  note  has  but  a  limited  field — the  larger  part  of  the 
circulation  being  usurped  by  the  deposit  to  the  exclusion  of  the 
note.  The  bank  is  thus  unable  to  extend  its  loans  by  means  of 
notes  ;  in  other  words,  one  of  its  sources  of  profit  is  cut  off. 
When  the  whole  field  for  credit  operations  is  occupied  in  the 
city,  the  city  bank  could  often  with   perfect  safety  go  much 

12-13).    '*  "^hc  ^<^^  appears  to  be  that  banks  of  $25,000  capital  would  be  almost  as  com  - 
pletely  beyond  the  means  of  a  majority  of  the  small  village  centers  in  sparsely  settled 

districts  as  banks  of  $50,000  are  now With  not  far  from  thirty-seven  hundred 

banks  already  in  operation,  the  United  States  evidently  has  in  hand  a  task  such  as 
no  government  ever  before  undertook,  and  the  difficulties  of  this  task  would  increase 
with  the  further  pulverization  of  capital  now  suggested.  The  records  of  failures  show 
that  even  in  large  banks  the  close  attention  of  directors  is  not  always  easily  had,  but 
with  banks  of  the  smallest  class  in  small  villages,  not  only  is  there  increased  difficulty 
in  making  it  worth  the  while  of  directors  to  give  the  requisite  attention  and  thought 
to  what  is,  after  all,  a  matter  of  but  trifling  importance  to  any  one  individual,  but 
there  is  also  the  often  experienced  embarrassment  in  finding  among  the  business  men 
of  a  village  the  material  for  making  up  a  competent  board.  The  best  promise  of 
good  management  is  afforded  by  a  bank  with  an  immediate  constituency  large  enough 
to  supply  an  ample  choice  of  men,  and  with  a  capital  large  enough  to  secure  the 
pressure  of  a  full  sense  of  responsibility  and  to  demand  a  reasonable  share  of  time 
and  care  from  an  unpaid  body  of  men.  In  short,  any  change  in  capital  should  be  in 
the  direction  of  consolidation  rather  than  subdivision.  The  smallest  clas9  of  national 
banks  now  in  existence  should  shrink,  and  the  extension  of  the  system  should  be 
effected  by  banks  of  more  considerable  capital,  if  we  are  to  move  towards  the  most 
efficient  and  safe  organization.  As  for  the  suggestion  that  such  a  movement  would 
mean  diminished  competition  and  the  "  concentration  of  the  money  power,"  a  system 
of  thirty-seven  hundred  members  would  afford  ample  scope  for  healthy  consolidation 
long  before  the  danger  point  could  come  into  view." 
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farther  in  its  business  were  it  possible  to  open  a  new  demand  for 
loans.  Precisely  the  new  field  which  it  desires  can,  however,  be 
opened  by  the  establishment  of  branches  in  communities  which 
use  notes,  and  whose  demand  will  supplement  that  of  the  city 
constituency  by  permitting  the  use  of  the  bank's  liability  in 
another  form,  thus  enabling  it  to  obtain  a  larger  profit  by  increas- 
ing the  total  of  its  operations.  A  large  volume  of  notes  can  be 
kept  in  constant  circulation  in  outlying  districts  with  practically 
no  additional  strain  upon  the  bank.  A  system  of  branches,  too, 
will  enable  it  to  receive  a  much  larger  volume  of  deposits  by 
bringing  its  sub-offices  into  many  communities  where  funds  are 
lying  idle.  These  again  can  be  redistributed  by  the  branch  sys- 
tem to  regions  where  funds  are  scanty,  used  as  a  basis  for  loans, 
and  the  whole  business  of  the  community  thus  be  greatly  stimu- 
lated and  extended.  This  facility  for  receiving  deposits  and  redis- 
tributing the  supply  of  loanable  funds  where  it  is  most  needed 
is  one  of  the  most  important  functions  of  banking. 

Moreover,  such  a  system  would  partially  do  away  with  the 
evils  arising  from  the  present  system  of  country  deposits  with 
city  banks.  Funds  received  on  deposit,  which  could  not  be 
utilized  where  they  were  received,  would  be  deposited  in  places 
where  they  could  be  loaned  to  those  who  require  them.  These 
loans  would  be  controlled  by  the  head  office  of  the  institution 
itself,  which  would  have  direct  and  intimate  information  con- 
cerning all  the  operations  of  the  branch,  and  which  would  thus 
be  able  to  know  in  advance  exactly  when  the  branches  would 
have  need  of  their  funds.  There  will  thus  be  no  danger  of  an 
unemployed  reserve  in  the  vaults  of  country  banks,  while,  on  the 
other  hand,  these  branch  banks  will  at  all  times  be  able  to  grant 
accommodations  within  prudent  limits.  There  will  be  more  con- 
fidence in  a  bank  with  wide  connections,  and,  consequently, 
much  less  danger  of  sudden  and  violent  demands  on  it  for  funds. 
Again,  the  opportunities  for  detecting  frauds  and  gaining  infor- 
mation as  to  the  character  of  discount  paper  under  a  branch  sys- 
tem are  somewhat  greater  than  under  one  of  independent  banks. 
For  example,  two  borrowers  may  be  endorsing  one  another's 
paper  very  largely.     This  would  be  scarcely  likely  to  be  found 
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out  under  a  system  of  individual  banks,  whereas  under  a  system 
of  branches  there  would  be  more  probability  that  it  would  be 
discovered. 

255.  As  against  these  advantages  one  or  two  countervailing 
disadvantages  are  to  be  noted.  The  establishment  of  branches 
must  necessarily  lead  to  a  considerable  extension  of  liability. 
Bad  management  of  a  branch,  even  if  only  temporary,  may  lead 
to  a  run  on  the  branch  and  result  in  a  run  on  other  branches, 
ending  in  the  ruin  of  the  institution.  The  history  of  banking 
has,  however,  shown  that  institutions  are  more  likely  to  fail 
from  unwise  management  of  the  head  office  than  of  the 
branches.  The  objection  just  indicated,  moreover,  applies  quite 
as  strongly  to  any  extension  of  the  business  of  the  head  office 
itself.  In  general  it  may  be  said  that  the  system  of  branches  is 
not  very  likely  to  lead  to  undue  extension  of  liability. 

Closely  connected  with  the  foregoing  is  the  disadvantage 
arising  from  the  difficulty  of  controlling  branches.  It  would  be 
impossible  to  prescribe  rules  for  the  guidance  of  a  branch  such 
that  the  manager  would  have  no  direct  part  in  the  conduct  of 
the  business.  Much  reliance  must,  therefore,  be  placed  upon 
his  ability. 

Some  have  further  contended  that  the  expense  incident  to 
the  establishment  of  branches  would  be  a  great  obstacle  in  the 
way  of  the  development  of  a  branch  bank  system.  This  plea, 
nevertheless,  does  not  seem  to  have  much  weight.  It  is  clear 
that  the  expense  of  establishing  and  conducting  the  branch  will 
at  least  be  less  than  that  of  carrying  on  an  independent  bank. 
Branches  can,  therefore,  be  located  in  towns  where  independent 
banks  cannot  exist,  and  where,  were  it  not  for  the  branch  sys- 
tem, there  would  probably  be  no  banking  office  of  any  sort. 
Furthermore,  the  expense  of  carrying  on  branches  need  not  be 
great.  There  are  many  branches  in  England  and  Scotland 
where  the  office  is  open  but  one  or  two  days  in  the  week,  being 
conducted  by  some  clerk  who  is  sent  over  from  a  neighboring 
town.  There  the  expense  must  be  exceedingly  small,  and  yet 
the  advantages  of  banking  facilities  are  thus  carried  to  the  very 
smallest  groups  of  population. 
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It  is  sometimes  maintained,  too,  that  the  branch  system 
necessitates  the  holding  of  a  greater  quantity  of  cash  than 
would  otherwise  be  the  case.  This  arg^ument,  however,  appears 
to  be  ill  founded,  as  may  be  seen  from  the  following  table,  which 
displays : 

THE    POSITION   OF  THE    ENGLISH    JOINT-STOCK    BANKS  ON  OR  ABOUT 
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It  appears  from  this  showing  that  it  is  by  no  means  the  banks 
having  the  largest  number  of  branches  which  require  the  largest 
quantity  of  cash  on  hand,  nor  does  there  seem  to  be  evidence 
to  the  contrary. 

256.  After  all,  however,  there  are  considerations  of  fact 
stronger  than  the  theoretical  arguments  just  set  forth,  which  go 
to  show  that  branches  will  be  established  by  strong  banks  where 
permitted.  A  branch  system  exists  in  nearly  every  country  of 
the  world  except  the  United  States.  In  France  there  is  at  the 
present  time  a  widely  extended  system  of  branches.  Although 
the  Bank  of  France  is  not  compelled  by  law  to  maintain  more 
than  one  branch  in  each  department,  there  are  now  many  more 
than  this  number,  the  Bank  having  established  others  of  its  own 
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volition.  Other  French  institutions  have  likewise  established 
large  numbers  of  branches.  As  appears  from  the  table  given 
above,  England  also  has  a  widely  extended  system  of  branch 
banks.  About  i,000  branches  have  been  established  in  Scotland 
by  only  lo  banks.  Canada  with  38  banks  has  an  extended  net- 
work of  some  500  branches,  and  the  branch  system  is  to  be 
found  in  Germany — where  the  Reichsbank  has  over  240  branches 
—  Italy,  Russia,  and  even  in  Persia  and  India.  The  Bank  of 
Belgium  has  40  agencies.  In  Switzerland  12  out  of  the  34  banks 
have  branches.  The  Bank  of  Sweden  has  1 2  branches  ;  that  of 
Greece,  26 ;  that  of  Portugal,  20.  There  can  be  no  doubt  that 
the  branch  system  offers  sufficient  inducement  to  banks  to  guar- 
antee its  establishment. 

257.  Assuming  then  that  the  establishment  of  a  system  of 
branch  banks  would  be  practically  assured,  could  it  be  permitted 
subject  to  proper  regulations,  it  remains  to  enquire  whether  such 
a  system  would  overcome  the  lack  of  banking  facilities  which 
now  exists,  and,  if  so,  how  far  and  in  what  way.  It  has  been 
seen  that  the  lack  of  banks  is  one  which  exists  chiefly  in  the 
very  smallest  of  the  towns  and  villages  of  the  United  States, 
where  the  use  of  deposit-currency  is  unfamiliar  or  impracticable, 
and  where  loans  must  consequently  be  extended  by  the  issue  of 
notes.  This  does  not  mean  that  the  note  function  is  one  which 
could  not  well  be  used  in  larger  places.  It  is,  however,  in  the 
places  wholly  debarred  from  banking  facilities  of  any  sort, 
through  their  inability  to  make  use  of  deposits,  that  the  need 
is  greatest.  It  has  also  been  shown  that  branches  can  generally 
be  established  at  considerably  less  cost  than  independent  banks, 
since  it  is  not  necessary  to  appropriate  to  the  branch  a  capital, 
independent  of  that  of  the  parent  institution,  which  may  be  par- 
tially inactive  at  certain  seasons.  As  in  the  case  of  all  other 
institutions  which  operate  in  competition  with  small  independent 
establishments,  branches  can  be  conducted  at  less  expense.  It 
thus  appears  that  there  is  every  reason  to  believe  that  branches 
could  be  operated  at  less  expense  of  management  than  can  inde- 
pendent banks,  while  the  fact  that  they  can  issue  notes  where 
these  are  wanted,  upon  the  basis  of  suitable  security,  avoids  the 
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necessity  of  borrowing  currency  from  banks  in  other  portions 
of  the  country,  and  thus  saves  to  the  rural  community  the  interest 
necessarily  paid  by  one  bank  to  another.  Under  the  influence 
of  the  keen  competition  now  existing  between  banks,  all  this 
saving  in  expense  would  mean  a  corresponding  saving  in  the 
cost  of  loans  to  borrowers,  that  is  to  say,  it  would  in  the  end 
result  in  lower  interest.  This  in  itself  would  be  a  more  than 
sufficient  reason  for  the  introduction  of  the  branch  system,  but 
there  are  others  which  merit  consideration. 

There  are  several  advantages  directly  arising  from  the  estab- 
lishment of  branches  which  cannot  be  obtained  by  any  other 
mechanism.  The  branch  system  affords  to  customers  vastly 
greater  facilities  for  receiving  and  paying  money.  It  is  of  great 
advantage  to  merchants  to  be  able  to  draw  checks  payable  at  a 
large  number  of  places.  The  prejudice  against  *' local  checks" 
is  in  this  way  largely  overcome,  and  the  same  object  as  is  attained 
by  the  arrangements  between  banks  is  reached  in  a  much  more 
complete  as  well  as  less  expensive  way.  Charges  for  cashing 
checks  of  other  banks  are  thus  to  a  considerable  extent  avoided. 
In  some  countries  this  process  has  gone  so  far  that  banks  are 
able  to  compete  with  the  Post  Office  in  remitting  money.  In 
paying  and  receiving  money  the  increased  convenience  of 
branches  can  hardly  be  overestimated.  The  use  of  checks,  pay- 
able at  commercial  centers,  by  persons  in  outlying  districts  is 
very  advantageous.  Likewise,  where  collections  are  being  made 
over  an  extended  country,  it  is  of  g^eat  advantage  for  agents  to 
be  able  to  deposit  with  branches  and  transmit  their  deposits  to 
the  chief  office  of  the  bank.  Analogous  to  this  is  the  ease  with 
which  amounts  may  be  received  by  branches  for  credit  of  custo- 
mers at  other  offices. 

Another  advantage  which  will  be  derived  in  this  fashion  from 
a  branch  system  may  be  seen  by  reference  to  the  experience  of 
the  other  countries  whose  example  has  already  been  briefly 
referred  to.  Canada,  for  instance,  with  an  immense  territory,  with 
resources  far  less  than  those  of  the  United  States,  a  sparse  popu- 
lation, and  much  smaller  supplies  of  banking  capital,  has,  by  her 
system  of  branches  obtained  a  rate  of  interest  vastly  more  uni- 
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form  and  stable,  and  on  the  average  somewhat  lower  than  that 
prevailing  in  our  own  country. 

258.  It  may  be  objected  that  a  system  of  branch  banking  is 
likely  to  operate  unfavorably  to  the  general  organization  of  the 
banking  system  of  the  country.  The  branch  bank  system  with 
its  extended  liability,  some  may  say,  is  likely  to  be  prolific  of 
failures.  Others  maintain  that  it  is  likely  to  lead  to  a  highly 
centralized  system  of  banking  and  must  result  in  the  destruction 
of  most  banks  of  small  capital.  An  appeal  to  history,  however, 
proves  both  of  these  statements  incorrect.  The  liability  to  failure 
cannot  be  greater  under  the  proposed  than  under  the  present 
system.  A  branch  system  implies  a  much  greater  capital  in  the 
hands  of  a  single  corporation  or  individual  than  does  a  system  of 
independent  banks.  This  generally  means  a  correspondingly 
more  competent  management,  while  on  the  other  hand  the  greater 
resources  of  the  bank  will  inspire  correspondingly  greater  confi- 
dence, and  in  case  of  rapid  withdrawal  of  deposits  at  any  of  the 
branches  there  are  large  supplies  of  coin  which,  by  means  of  mod- 
ern transportation  facilities,  can  easily  be  made  immediately 
available.  In  general,  then,  it  may  be  said  that  the  branch  sys- 
tem conduces  to  the  solidity  of  the  general  banking  organization. 

There  remains  the  argument  that  a  system  of  large  banks 
with  branches  is  likely  to  lead  to  monopoly  and  to  the  elimination 
of  banks  of  the  smaller  grades  of  capital.  A  conclusive  judg- 
ment on  this  argument  would  be  difficult.  No  other  country 
has  a  system  of  numerous  independent  banks  of  small  capital 
like  that  of  the  United  States,  and  a  conclusion  drawn  from 
experience  is,  therefore,  impossible.  Further,  while,  as  has  been 
seen,  the  expense  of  conducting  branches  in  small  places  is 
likely  to  be  less  than  that  of  carrying  on  independent  banks  in 
such  places,  it  is  by  no  means  clear  that  this  saving  in  expense 
exists  when  we  compare  branches  with  institutions  located  in 
larger  towns  and  possessing  capitals  of  moderate  size.  In  most 
communities  there  would  always  be  a  field  for  an  independent 
bank  of  small  capital  as  well  as  for  branches  of  larger  institutions. 
Certain  functions  of  the  independent  bank  could  not  always  be 
properly  performed  by  the  branches.    Even  if,  however,  this  were 
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not  the  case,  it  would  still  constitute  no  objection  to  the  branch 
system.  Even  if  independent  banks  must  disappear  in  the  face 
of  the  new  system,  this  could  come  about  only  through  the  elim- 
ination of  the  institutions  less  fit  to  perform  given  services  for  the 
community  at  least  cost  to  it.  No  form  of  capital  is  so  fluid  as 
banking  capital ;  consequently  none  is  so  well  fitted  for  perfectly 
free  competition.  When  we  seek  to  ensure  free  competition  in 
other  lines  of  trade  and  industry  there  is  no  reason  why  the 
same  policy  should  not  be  followed  in  the  case  of  banks. 
There  is  no  reason  why  any  class  should  be  permitted  to  main- 
tain a  monopoly  privilege  at  the  expense  of  the  community, 
when  the  service  rendered  by  the  institutions  so  protected  can 
be  better  and  more  cheaply  performed  by  others. 

It  may  be  convenient  to  sum  up  briefly  the  main  points  in 
the  foregoing  discussion.  It  has  been  seen  that  the  needs  of 
the  South  and  West  in  the  matter  of  credit  facilities  are  of  two 
distinct  kinds:  (i)  a  larger  supply  and  better  distribution  of 
loanable  capital;  and  (2)  better  means  of  utilizing  such  capital 
to  the  best  advantage.  The  first  of  these  wants  will  under  the 
Commission's  plan  be  met  by  three  distinct  methods,  {a)  By 
the  introduction  of  smaller  banks  than  now  exist,  independent 
note-issuing  institutions  of  limited  capital  can  be  secured  by 
such  communities  as  have  need  of  them,  (i)  Permission  to 
establish  branches  of  larger  institutions  will  carry  banking 
advantages  to  very  many  regions  which  would  otherwise  fail  to 
obtain  them,  and  will  enable  each  bank  to  make  its  capital  much 
more  efficient  than  at  present,  {c)  By  making  it  possible  to 
employ  banking  capital  to  the  best  advantage,  through  the  freer 
issue  of  notes,  in  regions  where  banking  is  now  unprofitable 
much  new  capital  in  the  form  of  loan  funds  will  be  turned 
toward  places  where  it  is  now  scarce  or  wholly  wanting.  The 
second  need  already  mentioned — that  of  better  means  of  utiliz- 
ing existing  bank  capital — has  been  shown  to  be  tantamount  to 
a  need  for  a  convenient  and  elastic  note-currency.  This  it  is  a 
prime  object  of  the  Commission's  plan  to  provide. 
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259.  If  the  medium  of  exchange  of  a  country  were  solely 
coin,  it  is  evident  that  an  amount  of  the  country's  wealth  equal 
to  this  coin  must  necessarily  be  invested  in  its  mechanism  of 
exchange.  If,  however,  any  means  be  devised  for  economizing 
the  use  of  coin,  a  saving  will  be  made  in  that  proportion  to  the 
community  as  a  whole.  If  less  wealth  is  put  into  the  mechanism 
of  exchange,  a  proportional  amount  is  freed  to  be  used  for  the 
active  purposes  of  production.  The  question  may  naturally 
arise,  to  whom  should  the  privilege  be  granted  of  economizing  the 
medium  of  exchange  and  to  whom  should  go  the  saving  arising 
therefrom.    This  point  was  long  ago  discussed  by  Ricardo : 

'*  The  advantage  will  always  be  in  favor  of  the  issuers  of  paper ;  and  as 
the  state  represents  the  people,  the  ^people  would  have  saved  the  tax  if  they* 
and  not  the  bank,  had  issued  this  million  [of  paper].*' 

Although  as  a  matter  of  abstract  theory  this  position  may 
seem  undisputed,  the  difficulties  which  surround  the  policy  of 
issuing  notes  by  a  government  have  led  to  a  general  agreement 
that  such  a  policy  is  dangerous,  and  should  never  be  entered 
upon.  For  this  reason  Ricardo'  himself  was  led  to  oppose  the 
issue  of  notes  by  the  state : 

"  I  have  now  shown  that  the  public  would  have  a  direct  interest  that  the 
issuers  should  be  the  state,  and  not  a  company  of  merchants  or  bankers. 
The  danger,  however,  is  that  this  power  would  be  more  likely  to  be  abused, 
if  in  the  hands  of  government,  than  if  in  the  hands  of  a  banking  company. 
A  company  would,  it  is  said,  be  more  under  the  control  of  law,  and 
although  it  might  be  their  interest  to  extend  their  issues  beyond  the  bounds 
of  discretion,  they  would  be  limited  and  checked  by  the  power  which  indi- 
viduals would  have  of  calling  for  bullion  or  specie.  It  is  argued  that  the  same 
check  would  not  be  long  respected,  if  Government  had  the  privilege  of  issu- 
ing money;  that  they  would  be  too  apt  to  consider  present  convenience 
rather  than  future  security  and  might,  therefore,  on  the  alleged  grounds  of 
expediency  be  too  much  inclined  to  remove  the  checks  by  which  the  amount 
of  their  issues  was  controlled.*' 

■  Worksite.  McCulloch),  p.  219. 
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260.  Even  if  a  saving  to  the  country  might  be  made  by  the 
issue  of  government  notes  as  an  economy  in  the  use  of  coin,  the 
history  of  money  is  full  of  warnings  against  such  a  policy.  Quite 
invariably  has  the  abuse  of  the  issue  function  by  the  state  followed 
its  adoption.  Why  this  should  be  so  is  not  hard  to  explain.  The 
fundamental  difficulty  arises  in  connection  with  the  reasons  which 
induced  the  first  issues.  As  a  rule,  governments  have  issued 
paper  money  solely  because  the  treasury  was  empty  and  to  meet 
a  purely  fiscal  necessity.  Without  reserves,  the  paper  from  the 
start  is  inconvertible  and  depreciates,  thereby  throwing  into  con- 
fusion the  standard  of  prices  and  payments.  Consequently, 
without  effectively  supplying  its  fiscal  needs,  such  an  issue  pro- 
duces uncertainty  and  speculation  for  the  trade  of  the  country. 
Because  the  treasury  is  a  borrower  it  should  not  issue  a  credit 
money,  and  overturn  the  whole  basis  of  production  and  trade ; 
exactly  because  it  is  a  borrower  the  Treasury  should*  endeavor 
to  keep  business  in  a  normal  state,  so  that  it  could  most  easily 
obtain  loans.  In  such  circumstances  the  government  has  behind 
the  paper  no  property  immediately  realizable  in  cash  with  which 
it  can  redeem  its  notes  on  demand. 

The  initial  situation  of  a  bank  and  the  government  treasury  in 
these  two  cases  is  very  different.  The  bank,  by  the  very  nature 
of  the  banking  business  is  obliged  to  have  a  dollar  of  resources 
for  every  dollar  of  liabilities ;  the  government  has  not  a  dollar 
of  resources  for  any  of  its  note  liabilities.  The  difference 
between  the  two  cases  can  be  seen  distinctly  by  the  following 
accounts.     The  first  is  that  of  a  bank : 


LIABILITIES. 

RESOURCRS. 

Capital, 

- 

$100,000 

Loans,          .         .         . 

$  So.ooo 

Notes, 

. 

50,000 

Cash  reserve,  -        -         - 

100,000 

'  In  this  case  a  new  bank  with  a  capital  of  f  100,000  which 
was  paid  up  in  cash  started  out  by  making  loans  to  the  amount 
of  {50,000  which  were  met  by  a  note  liability  of  $50,000.  It 
is  evident  at  a  glance  that,  besides  its  whole  cash  reserve,  for 
every  note  issued  it  had  a  corresponding  amount  of  property  in 
its  resources  under  the  bead  of  loans. 
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Contrast  this  operation  with  that  of  a  government  issuing 
paper  money: 


LIABILITIES. 

Capital,       -        - 

Notes,     ...        -     $50,000 


RESOURCES. 


No  property  held  from  issue 
of  notes,  .        -        - 

Cash  reserve  to  be  raised  by 
taxes,  -        -        -    - 


In  this  case  there  is  nothing  corresponding  to  the  capital  put 
in  by  the  bank.     Consequently  there  would  be  no  cash  reserve 
previously  supplied.     This  can  be  got  only  by  taking  it  in  new 
taxes  from  the  country;  and,  as  we  have  constantly  seen  in  the 
experience  of  the  United  States,  great  difficulties  have  arisen  in 
providing  this  reserve  in  sufficient  amount.     Also,  having  no 
capital  as  the  foundation  of  its  business,  if  fifty  thousand  dollars 
of  notes  are  issued  as  a  demand  liability,  the  government  by  the 
very  process  of-  paying  them  out,   unlike  the  bank,  does  not 
secure  for  every  note   issued  property  which  is  retained  in  its 
reserves  to  be  realized  upon  to  meet  its  note  obligation.     On 
the  contrary,  whatever  property  has  been  received  for  its  notes 
has  been  dissipated  in  military  or  civil  expenditures  or  possibly 
in  public  buildings,  which  are,  in  the  nature  of  the  case,  absolutely 
unavailable  as  a  means  of  meeting  notes  on  demand  in  cash. 
As  contrasted  with  the  condition  of  a  bank  which  issues  notes, 
the  position  of  a  government  is  lamentably  weak.     If  the  bank 
directors  had  used  the  property  entitled  loans  behind  their  note- 
issues,  in  the  first  account,  to  buy  champagne  or  cigars,  then  the 
bank  would  be  situated  more  nearly  in  as  helpless  a  condition 
as  the  treasury  in  regard  to  the  security  for  their  respective  issues. 
But  even  then  the  note-holders  would  have  the  paid-in  capital  of 
the  bank  to  fall  back  upon,  while  the  treasury  affords  no  such 
present  resource.     By  the  mere  issue  of  its  forms  of  debt  the 
government  has  no  magic  power  of  creating  property;  but  by 
the  very  fact  that  bank-notes  are  the  outcome  of  the  business 
transactions  of  the  country,  the  bank  holds  a  corresponding  value 
until  the  note  liability  is  extinguished.     The  reason  why  banks 
rather  than  the  government  should  issue  notes  lies  in  the  fact 
that  banks  are  the  only  institutions  dealing  with  the  live  trans- 
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actions  of  a  country's  industry  and  trade.  The  issue  of  govern- 
ment paper  is  authorized  by  legislators  who  are  never  under  any 
present  responsibility  of  private  loss  in  case  of  bad  judgment 
or  mismanagement ;  on  the  other  hand,  the  penalty  for  impru- 
dent issues,  or  mismanagement,  in  the  case  of  bank-issues  is 
visited  by  disaster  directly  upon  the  property  of  the  issuer. 

261.  As  has  been  explained  in  Part  II,  bank-notes  under  a 
proper  banking  system,  can  be  easily  expanded  in  proportion  to 
the  demand  of  the  community  for  them,  and,  under  a  proper 
method  of  redemption  they  cannot  remain  outstanding  in  excess 
of  the  needs  of  trade.  That  is,  they  are  properly  elastic.  On 
the  other  hand,  by  the  very  nature  of  the  government,  by  the  very 
fact  that  it  is  not  a  bank,  it  is  impossible  that  it  should  know  how 
much  circulation  the  country  needs,  when  to  increase  and  when  to 
contract  it.  This  was  seen  as  long  ago  as  December  13,  1790,  by 
Hamilton  when  he  said  that  "Among  other  material  differences 
between  the  paper  currency  issued  by  the  mere  authority  of  the 
government  and  one  issued  by  a  bank  payable  in  coin  is  this : 
that  in  the  first  case  there  is  no  standard  to  which  an  appeal  can 
be  made  as  to  the  quantity  which  will  only  satisfy,  or  which  will 
surcharge  the  circulation ;  in  the  last,  that  standard  results  from 
the  demand.  If  more  should  be  issued  than  is  necessary,  it  will 
return  upon  the  bank." 

262.  The  power  of  the  state  to  tax  is  only  a  distant  resource 
for  the  ultimate  redemption  of  its  obligations,  which  would 
absolutely  fail  to  provide  for  their  redemption  on  demand; 
therefore,  its  notes  might,  as  they  did  for  seventeen  years — to 
our  dishonor  be  it  said — go  to  protest  before  funds  would  or 
could  be  collected.  The  vague  security  of  the  general  credit  of 
the  United  States  behind  its  obligations  is  too  misty  to  deserve 
consideration,  if  actual  coin  may  be  demanded  at  sight.  The 
fiscal  and  monetary  operations  of  a  state  should  be  kept  entirely 
separate.  A  money  not  directly  realizable  in  property  is  a  lie. 
In  the  case  of  bank-notes,  property  precedes  and  creates  the 
note  liability ;  in  the  case  of  government  paper,  the  credit-issue 
precedes  property,  and  in  private  afiairs  would  be  termed  mere 
speculation.      Therefore,  the  demand  obligations  of  the  Treas- 
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ury  should  never  be  issued  as  money,  least  of  all  in  such  a 
way  as  to  cast  any  doubt  on  the  maintenance  of  the  metallic 
standard  ;  but  since  they  have  been  used  for  money  for  many 
years  in  such  a  way  as  not  only  to  drive  out  gold,  but  to  serve 
as  a  vicious  and  fluctuating  standard  themselves,  their  very 
existence  is  a  reminder  of  this  abnormal  abuse,  and  they  should 
be  removed  beyond  all  possibility  of  future  temptation. 

The  quantity  of  paper  money  used  as  media  of  exchange 
should  increase  or  decrease  with  the  needs  of  trade.  Through 
their  discounts  the  banking  institutions  of  a  country  alone  are 
able  to  know  when  trade  and  industry  require  more  money,  and 
when  to  provide  it.  For  the  very  reason  that  a  government  is  a 
government  and  not  a  bank,  because  it  is  not  discounting  for 
actual  business  transactions,  it  cannot  by  any  remote  possibility 
know  how  much  of  the  medium  of  exchange  to  issue. 

263.  Inasmuch  as  the  idea  of  the  credit  of  the  country,  unac- 
companied by  direct  regulations  for  obtaining  coin,  is  quite  too 
vague  for  practical  purposes,  the  only  means  of  preserving  the 
value  of  notes  is  by  directly  providing  suflicient  reserves  for  their 
redemption.  If  these  reserves  should  for  any  reason  prove  insuf- 
ficient, distrust  will  be  created  as  to  the  value  of  the  paper  and 
consequently — which  is  of  vastly  greater  importance — as  to  the 
standard  of  prices  and  contracts  in  the  whole  country.  It 
often  happens  that  the  maintenance  of  this  reserve  is  depen- 
dent upon  the  political  caprice  of  parties  in  Congress,  or  upon 
the  accidents  of  governmental  revenue,  or  upon  possible  deficits, 
so  that  passing  influences  of  no  great  importance  in  themselves, 
by  producing  an  effect  upon  the  reserves,  are  able  to  cause 
a  disturbance  of  confidence  in  the  ability  of  the  govern- 
ment to  maintain  the  existing  standard  and  thereby  to  send 
a  shock  through  the  whole  business  fabric  of  the  United  States. 
It  should  be  borne  in  mind,  in  regulating  the  relation  of 
reserves  to  demand  liabilities,  that  the  government  has  no 
power,  as  have  the  banks,  to  control  the  amount  of  its  reserves 
by  the  device  of  raising  or  lowering  the  rate  of  interest  upon  its 
operations  with  the  public.  That  is,  having  demand  liabili- 
ties, the  government  is  under  the  necessity  of  resorting  to  a 
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banking  device  in  the  form  of  reserves,  and  yet,  because  it  is  not 
a  bank,  and  because  it  is  not  making  loans  and  constantly  having 
maturing  notes  paid  off,  it  has  no  means,  as  have  the  banks,  of  con- 
trolling the  quantityof  its  reserves.  If  it  be  said^that  the  govern- 
ment can  obtain  gold  for  its  reserves  more  easily  than  the  banks, 
it  is  to  be  remembered  that,  whenever  the  government  needs 
gold,  it  must  always  be  obliged  to  go  to  the  commercial  centers 
and  consequently,  to  the  banks,  to  obtain  gold  in  any  consider- 
able amount,  in  a  time  of  emergency. 

264.  If  the  paper  issued  by  the  government  is  hot  always 
kept  promptly  redeemable  in  specie,  it  will  depreciate.  We  had 
a  long  and  lamentable  experience  of  this  sort  for  seventeen 
years.  The  greatest  objection  to  a  system  like  this  of  supply- 
ing the  media  of  exchange  for  the  country  is  that  it  leads  to 
wrong  thinking  on  the  subject  of  money.  When  no  reserves 
are  kept  behind  the  notes,  people  naturally  come  to  believe  that 
the  mere  stamp  of  the  government  gives  a  worthless  piece  of 
paper  a  value,  instead  of  reflecting  upon  the  fact  that  this  value 
arises  from  the  belief  that  in  the  future  the  promise  to  pay  will 
be  pl-operly  honored.  If  the  banks  had  provided  these  notes 
under  a  system  which  put  upon  them  the  expense  of  maintain- 
ing the  notes  at  par,  all  these  heresies  might  have  been  escaped. 

Tq  this  source  is  to  be  attributed  the  idea  that  more  money 
is  needed  when,  in  fact,  what  is  needed  is  more  wealth  or 
property.  And  out  of  the  inclination  to  look  to  the  govern- 
ment for  help  in  times  of  stringency,  or  when  prices  are  sup- 
posedly too  low,  has  arisen  the  socialistic  tendency  to  use  the 
government  as  an  agent  for  the  redistribution  of  property  by 
issuing  money  of  a  kind  which  will  raise  prices.  If,  by  using 
the  power  of  the  government  to  issue  paper,  a  depreciated 
standard  can  be  introduced,  prices  in  the  depreciated  paper 
would  rise,  and  debts  could  be  scaled.  The  destructive  influ- 
ences following  from  the  issue  of  the  greenbacks  in  stimulating 
these  socialistic  tendencies  have  been  already  widely  felt,  and 
their  existence  forms  a  strong  argument  against  entering  into  or 
maintaining  a  policy  of  government  issues. 

365.  One   reason  why  the  issue  of  paper   by  the   govern- 
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ment  is  so  certain  to  be  abused  is  found  in  the  fact  that  a  govern- 
ment cannot  be  held  responsible  for  not  fulfilling  its  promises, 
as  can  a  bank.  Should  the  government  fail  to  redeem  its  prom- 
ises to  pay  coin  for  its  paper  money  when  presented,  there  is  no 
power  in  law  by  which  anyone  can  enforce  his  rights.  In  case  a 
bank  refuses  to  fulfill  its  promises,  a  citizen  can  draw  to  his  sup- 
port all  the  powers  of  law  and  the  courts,  to  force  the  bank  to 
meet  its  demand  obligations.  Thus,  in  the  case  of  the  govern- 
ment, no  responsibility  for  meeting  its  paper  promises  can  be 
enforced  ;  while,  in  the  case  of  banks,  the  knowledge  is  always 
present  that  this  responsibility  must  be  met.  Hence  banks  would 
be  obliged  to  redeem  their  notes  at  the  risk  of  their  very 
existence.  These  are  reasons  why,  under  a  proper  system  of 
banking,  the  issue  of  notes  is  much  less  likely  to  be  abused 
than  if  allowed  to  the  government. 

266.  It  may  suffice,  in  conclusion,  to  call  attention  to  the 
relative  advantages  of  government  and  bank  paper  presented  in 
1 86 1  by  Secretary  Chase,  whose  previsions  were  so  strictly  ful- 
filled in  the  subsequent  history  of  the  United  States  notes  and 
of  the  national  banking  system  : 

**Two  plans  for  [providing  a  national  currency]  are  suggested. 
The  first  contemplates  the  gradual  withdrawal  from  circulation  of 
the  notes  of  private  corporations,  and  for  the  issue,  in  their  stead, 
of  United  States  notes,  payable  in  coin  on  demand,  in  amounts 
sufficient  for  the  useful  ends  of  a  representative  currency.  The 
second  contemplates  the  preparation  and  delivery  to  institutions 
and  associations  of  notes  prepared  for  circulation  under  national 
direction,  and  to  be  secured  as  to  prompt  convertibility  into 
coin  by  the  pledge  of  United  States  bonds  and  other  needful 
regulations. 

"  I.  The  first  of  these  plans  was  partially  adopted  at  the  last 
session  of  Congress,  in  the  provision  authorizing  the  Secretary  to 
issue  United  States  notes,  payable  in  coin,  to  an  amount  not 
exceeding  $50,000,000.  That  provision  may  be  so  extended  as 
to  reach  the  average  circulation  of  the  country,  while  a  moderate 
tax,  gradually  augmented,  on  bank  notes,  will  relieve  the 
national  from  the  competition  of  local  circulation.     It  has  been 
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already  suggested  that  the  substitution  of  a  national  for  a  state 
currency,  upon  this  plan,  would  be  equivalent  to  a  loan  to  the 
government  without  interest,  except  on  the  fund  to  be  kept  in 
coin,  and  without  expense,  except  the  cost  of  preparation,  issue 
and  redemption ;  while  the  people  would  gain  the  additional 
advantage  of  a  uniform  currency,  and  relief  from  a  considerable 
burden  in  the  form  of  interest  on  debt.  These  advantages  are, 
doubtless,  considerable;  and  if  a  scheme  can  be  devised  by 
which  such  a  circulation  will  be  certainly  and  strictly  confined  to 
the  real  needs  of  the  people,  and  kept  constantly  equivalent  to 
specie  by  prompt  and  certain  redemption  in  coin,  it  will  hardly 
fail  of  legislative  sanction. 

*'The  plan,  however,  is  not  without  serious  inconveniences  and 
hazards.  The  temptation,  especially  great  in  times  of  pressure 
and  danger,  to  issue  notes  without  adequate  provision  for 
redemption ;  the  ever-present  liability  to  be  called  on  for  redemp- 
tion beyond  means,  however  carefully  provided  and  managed ; 
the  hazard  of  panics,  precipitating  demands  for  coin,  concentrated 
on  a  few  points  and  a  single  fund ;  the  risk  of  a  depreciated, 
and  depreciating,  and  finally  worthless  paper  money;  the 
immeasurable  evils  of  dishonored  public  faith  and  national  bank- 
ruptcy ;  all  these  are  possible  consequences  of  the  adoption  of  a 
system  of  Government  circulation.  It  may  be  said,  and  perhaps 
truly,  that  they  are  less  deplorable  than  those  of  an  irredeemable 
bank  circulation.  Without  entering  into  that  comparison,  the 
Secretary  contents  himself  with  observing  that,  in  his  judgment, 
those  possible  disasters  so  far  outweigh  the  probable  benefits  of 
the  plan,  that  he  feels  himself  constrained  to  forbear  recom- 
mending its  adoption. 

2.  "The  second  plan  suggested  remains  for  examination.  Its 
principal  features  are  :  first,  a  circulation  of  notes  bearing  a  com- 
mon impression,  and  authenticated  by  a  common  authority  ;  sec- 
ond, the  redemption  of  these  notes  by  the  associations  and 
institutions  to  which  they  may  be  delivered  for  issue  ;  and,  third, 
the  security  of  that  redemption  by  the  pledge  of  United  States 
stocks,  and  an  adequate  provision  of  specie. 

**  In  this  plan  the  people,  in  their  ordinary  business,  would  find 


GOVERNMENT'  w.  BANK- ISSUES  397 

the  advantages  of  uniformity  in  currency;  of  uniformity  in 
security ;  of  effectual  safe-guard,  if  effectual  safe-guard  is  pos- 
sible, against  depreciation ;  and  of  protection  from  losses  in  dis- 
counts and  exchanges ;  while  in  the  operations  of  the  Govern- 
ment»  the  people  would  find  the  further  advantages  of  a  large 
demand  for  Government  securities,  of  increased  facilities  for 
obtaining  the  loans  required  by  the  war,  and  of  some  alleviation 
of  the  burdens  on  industry  through  a  diminution  in  the  rate  of 
interest,  or  a  participation  in  the  profit  of  circulation,  without 
risking  the  perils  of  a  great  money  monopoly. 

•*  A  further  and  important  advantage  to  the  people  may  be 
reasonably  expected  in  the  increased  security  of  the  Union, 
springing  from  the  common  interest  in  its  preservation,  created 
by  the  distribution  of  its  stocks  to  associations  throughout  the 
country,  as  the  basis  of  their  circulation. 

"  The  Secretary  entertains  the  opinion  that  if  a  credit  in  any 
form  be  desirable  it  is  most  desirable  in  this.  The  notes  thus 
issued  and  secured  would,  in  his  judgment,  form  the  safest  cur- 
rency which  this  country  has  ever  enjoyed ;  while  their  receiva- 
bility  for  all  government  dues,  except  customs,  would  make  them, 
wherever  payable,  of  equal  value  as  a  currency  in  every  part  of  the 
Union.  The  large  amount  of  specie  now  in  the  United  States, 
reaching  a  total  of  not  less  than  $275,000,000  will  easily  support 
payments  of  duties  in  coin,  while  these  payments  and  ordinary 
demands  will  aid  in  retaining  this  specie  in  the  country  as  a 
solid  basis,  both  of  circulation  and  loans." 
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267.  From  the  establishment  of  the  Constitution  to  the  Civil 
War  the  United  States  never  made  anything  a  legal  tender  but 
gold  and  silver  coins.  No  issues  of  paper  money  were  ever 
resorted  to.  In  this  early  period,  however,  the  Treasury  for 
fiscal  reasons  had  issued  Treasury  notes  or  short-time  obliga- 
tions, at  first  drawing  interest,  and  of  large  denominations.  But 
these  notes,  being  somewhat  of  the  character  of  a  short-term 
bond,  were  never  made  a  legal  tender.  And  yet — to  show  how 
easy  it  is  for  governments  to  cross  the  line  between  fiscal  and 
monetary  operations — it  was  not  long  before  these  fiscal  devices 
were  issued  payable  on  demand,  without  interest,  and  of  small 
denominations.  But  in  no  case  were  they  intended  to  be  more 
than  a  temporary  instrument  for  securing  funds,  and  were  either 
speedily  refunded  or  paid  off. 

The  issue  of  government  obligations  of  low  denomination, 
receivable  by  the  government  for  dues  and  called  Treasury  notes, 
for  the  purpose  of  raising  funds  was  made  use  of  as  early  as 
1 8 1 2.  In  June  of  that  year,  the  government  for  the  first  time  in  its 
history  issued  its  obligations  in  low  denominations.  These  Treas- 
ury notes  of  181 2  were  at  first  intended  merely  to  anticipate 
revenue  and  ran  for  one  year  only,  with  interest  at  5f  per  cent. 
A  further  step  toward  making  the  notes  similar  to  currency 
was,  however,  taken  in  181 5  when  notes  even  lower  in  denomina- 
tion than  those  of  the  preceding  issue,  bearing  no  interest, 
and  payable  to  bearer  on  demand,  were  put  into  circulation. 
These  notes  were  fundable  into  7  per  cent,  bonds,  and  were 
converted  almost  at  once.  None  of  the  issue  of  18 12  were 
ever  used  as  a  currency,  and  of  the  issue  of  18 15  only  a  small 
amount  of  those  of  lower  denominations.  Even  these,  as  just 
remarked,  remained  out  but  a  short  time.  No  legal-tender 
quality  was  ever  bestowed  upon  any  of  the  notes. 

The   precedent   thus   established  for  the  issue  of  Treasury 

398 
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notes  was  followed  in  1 837-1 843  and  again  in  1846  and  in  1857. 
Finally,  Treasury  notes  were  once  more  resorted  to  in  1860-1. 

In  December  i860,  Secretary  Chase  obtained  $5,000,000  by 
the  issue  of  Treasury  notes.  Still  the  plan  of  obtaining  money 
by  the  use  of  this  particular  form  of  government  obligation 
had  not  become  a  fixed  policy  for  raising  the  large  revenues 
which,  it  was  foreseen,  would  be  needed.  The  question  whether 
or  not  Treasury  notes  were  a  desirable  means  of  raising  revenue 
came  up  in  connection  with  a  loan  of  $8,000,000  for  which  Mr. 
Chase  asked  bids  on  March  22,  1861.  'The  comparative  advan- 
tages of  bonds  and  Treasury  notes  were  well  stated  by  Mr.  James 
Gallatin  at  the  time.  ''In  the  form  of  stock,"  he  wrote  to 
Secretary  Chase,  "  this  loan  will  be  funded  and  out  of  the  way 
for  twenty  years  ;  but  in  the  case  of  Treasury  notes,  should  sud- 
den panics  arise  in  the  uncertain  future,  these  would  be  thrown 
in  upon  you  for  duties,  and  most  likely  at  a  moment  when  you 
would  be  heavily  pressed  for  means  to  carry  on  the  government, 
they  would  aggravate  the  embarrassments  of  the  Treasury."  He 
therefore  advocated  the  use  of  bonds  in  preference  to  Treasury 
notes  as  a  means  of  obtaining  revenue.  Secretary  Chase  did 
not  fully  accept  the  advice  thus  offered  by  Mr.  Gallatin.  Nearly 
$5,000,000  of  the  $8,000,000  of  the  loan  was  borrowed  by  the 
issue  of  Treasury  notes,  $1,684,000  more  were  issued  in  May, 
and,  prior  to  the  meeting  of  Congress  July  4  1861,  nearly  $12,- 
600,000  additional. 

268.  At  the  session  of  Congress  just  referred  to,  the  Secretary 
was  authorized  in  an  act  signed  by  the  President,  July  17,  1861, 
to  borrow  $250,000,000  either  in  bonds,  or  Treasury  notes,  in 
such  proportion  as  he  might  think  fit.  Authority  was  granted 
to  issue  these  Treasury  notes  of  denominations  not  less  than  ten 
dollars,  and  they  might  either  be  payable  on  demand  and  bear 
no  interest  or  be  payable  in  one  year  and  bear  interest  at  the 
rate  of  3.65  per  cent.  "The  Secretary  of  the  Treasury,"  ran 
the  act,  "  may  ....  issue  in  exchange  for  coin,  and  as  part  of 
the  above  loan,  or  may  pay  for  salaries  or  other  dues  from  the 
United  States,  Treasury  notes  of  a  less  denomination  than  fifty 
dollars,  not  bearing  interest,  but  payable  on  demand."     It  was 
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under  the  authority  granted  by  the  terms  of  this  act  that  the 
issues  of  the  so-called  "old  demand  notes"  took  place.  The 
amount  of  these  demand  Treasury  notes  was,  however,  limited 
to  $50,000,000. 

The  lowest  permissible  denomination  of  which  Treasury  notes 
could  be  issued  was,  however,  altered  to  $5  by  act  of  August  5, 
1861,  and  early  in  the  latter  month  the  first  of  the  "demand 
notes"  bearing  no  interest  were  paid  out  in  Washington.  From 
the  outset  the  notes  were  unpopular.  People  received  them 
reluctantly,  and  it  was  hkrd  to  force  them  into  circulation.  The 
Secretary  and  other  officers  of  the  Treasury,  in  the  effort  to  give 
credit  to  the  notes,  signed  a  paper  agreeing  to  accept  them  in 
payment  of  their  salaries.  The  banks  of  New  York  and  of  other 
places  did  not  regard  the  notes  favorably,  partly  because  they 
tended  to  drive  bank-notes  out  of  circulation,  and  partly  because 
some  fears  concerning  their  immediate  redemption  were  enter- 
tained. Many  of  the  banks  refused  to  take  them  at  par,  but  inas- 
much as  they  were  payable  to  the  government,  they  soon  came 
to  be  preferred  to  bank-notes,  and  later,  during  the  "green- 
back "  experience,  were  often  worth  about  the  same  in  legal  tender 
notes  as  was  gold.  At  the  close  of  the  fiscal  year  1861,  about 
$33,500,000  of  demand  notes  were  in  circulation.  The  real 
danger  in  this  whole  experience  was  that  the  notes,  whose  char- 
acter had  imperceptibly  been  changed  from  that  of  a  short-term 
bond  to  something  like  that  of  currency  by  being  made  non- 
interest  bearing  and  payable  to  bearer  on  demand,  would  degener- 
ate into  an  issue  of  irredeemable  paper  money.  The  really 
dangerous  form  of  the  Treasury  note  was  thus  the  so-called 
"demand  note"  of  which,  as  already  seen,  $50,000,000  (denomi- 
nations lower  than  $50,  but  not  lower  than  $10)  had  been  authorized 
by  the  act  of  July  17,  1861.  They  were,  however,  not  an  inven- 
tion of  Mr.  Chase's,  but  distinctly  an  outgrowth  of  the  older 
issues  which  have  been  reviewed.  Although  not  a  legal  tender, 
the  Secretary,  it  will  be  remembered,  might  pay  them  out  for 
"  salaries  or  other  dues  from  the  United  States," '  and  did  actually 

'By  the  act  of  August  5,  1861,  it  was  provided  that  the  notes  should  be  of 
denominations  not  less  than  I5  and  should  be  receivable  for  public  dues.      February 
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do  SO.  The  total  amount  of  Treasury  notes  issued  to  this  act  of 
July  17,  1 86 1,  was  as  follows: 

To  1815,       -        -        .        -  $28,318,400 

In  181 5,             ....  8,362,394 

iB37-43»  -         -         -         -  47,002,900 

1846-57,       .         -         .         -  86,588,800 

1860-61.  ....  45>375»35o 

Total.    -        -        -  $216,575,978 

269.  It  was  seen  to  be  impossible,  however,  to  obtain  the 
whole  of  the  revenue  required  by  the  Treasury  through  the  issue 
of  demand  notes.  Large  sums  of  money  were  imperatively 
needed  at  the  outset  of  the  war,  and  as  already  seen,  authority 
to  issue  bonds  as  well  as  Treasury  notes  had  been  given  to 
the  Secretary  at  the  time  when  the  demand  notes  had  been 
authorized. 

It  had  been  foreseen,  moreover,  that  the  provisions  of  the 
Independent  Treasury  act,  by  which  the  government  was  forbid- 
den to  deposit  its  revenues  in  banks  might  interfere  with  the 
placing  of  loans,  if  it  were  certain  that  the  borrowing  of  such 
immense  sums  would  drain  the  banks  of  their  specie.  The  act 
passed  August  5,  186 1,  had,  therefore,  relaxed  the  provisions 
of  the  Independent  Treasury  act  so  far  as  to  permit  the  Secretary 
"  to  deposit  any  of  the  moneys  obtained  on  any  of  the  loans  .  .  .  . 
in  such  solvent  specie  paying  banks  as  he  may  select."  The 
prospect  of  success  in  placing  a  popular  loan,  it  must  be 
admitted,  was  not  good.  People  were  anxious  and  uncertain 
of  the  future,  and,  in  many  quarters,  patriotism  was  not  fully 
aroused.  It  seemed  probable  that  the  best  chance  of  obtaining 
the    needed  funds  lay  in  a  loan  placed  with  the  banks  of  the 

12,  1862,  while  the  legal  tender  act  was  being  prepared,  $10,000,000  more  in  demand 
notes  were  authorized.  The  whole  $60,000,000,  however,  were  to  be  taken  up  by 
being  exchanged  for  legal  tenders.  "  The  demand  notes  were  paid  in  gold  when 
presented  for  redemption  and  they  were  received  for  all  public  dues  and  these  two 
qualities  prevented  their  depreciation.  All  other  United  States  notes  were  depreciated 
in  value  from  1862  until  the  resumption  of  specie  payments  ....  These  notes  were 
not  legal  tender  when  first  issued  but  they  were  afterwards  made  so  by  the  act  of 
March  17,  1862." — United  States  Treasury  Department  Circular,  No,  123,  July  1, 1896, 
pp.  9-10. 
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countryt  ^ndt  in  the  opinion  of  Mr.  Chase,  an  issue  of  low 
denomination  Treasury  notes.  Fortunately,  however,  the  banks, 
at  least  in  the  East,  were  exceptionally  strong  and  rich  in  specie. 
The  crops  of  recent  years  had  been  immense,  and  the  outlook 
for  good  crops  in  the  coming  autumn  was  encouraging. 

The  chance  of  obtaining  a  loan  from  the  banks  was  thus  bet- 
ter than  mig^ht  have  been  expected.  Inasmuch  as  it  seemed 
impossible  to  secure  the  cooperation  of  western  institutions,  upon 
the  invitation  of  Secretary  Chase  a  consultation  with  the  princi- 
pal eastern  bankers  took  place  in  New  York  between  the  loth 
and  the  1 7th  of  August.  With  many  misgivings  and  doubts  on 
the  part  of  the  banks  as  to  the  success  of  the  scheme,  an  agree- 
ment was  entered  into  between  the  Treasury  and  the  associated 
banks  to  float  a  loan  of  S  150,000,000,  of  which  S 50,000,000  were 
taken  at  once,  about  Aug^t  15,  with  an  option  on  another  S50,- 
000,000  on  October  15,  and  on  the  last  ^50,000,000  on  Decem- 
ber 15.  The  first  two  blocks  were  put  out  in  the  form  of  7-30 
Treasury  notes,  running  three  years ;  the  last  ^50,000,000  were 
issued  in  the  form  of  6  per  cent,  bonds  (at  such  a  price  as  would 
be  equivalent  to  7-30  notes,  or  about  89) .  The  payments  for 
the  bonds  were  to  be  made  to  the  Treasury  in  coin,  as  called 
for.'  The  banks  were  to  make  the  advances,  hoping  from  the 
sale  of  the  bonds  to  the  public  to  obtain  the  coin  with  which  to 
take  up  the  successive  blocks.  The  funds  realized  upon  the 
disposal  of  the  first  block  to  the  public,  it  was  intended,  should 

be  available  for  payments  to  the  Treasury  for  the  second  block ; 

• 

'  The  banks  were  most  anxious  that  Mr.  Chase  should  avail  himself  of  the  per 
mission  accorded  by  Congress  (August  5,  1861)  to  deposit  the  proceeds  of  his  loans  in 
the  banks.  If  the  government  had  paid  its  debts  by  checks  on  its  funds  with  the  banks, 
there  would  have  been  no  withdrawal  whatever  of  large  sums  from  the  reserves  of  the 
banks,  which  would  be  placed  out  of  the  reach  of  the  public.  A  subscription  to  bonds 
would  have  been  paid  by  a  transfer  of  a  deposit  to  the  government ;  the  latter  would 
have  paid  its  debts  by  a  transfer  of  this  deposit  to  its  contractors,  or  creditors ;  and  no 
sums  of  specie  need  have  been  sent  by  the  banks  to  the  Treasury  with  the  consequent 
doubt  as  to  its  early  return.  This  plan  was  not  accepted  by  Mr.  Chase.  George  S. 
Coe,  who  played  a  leading  part  in  the  negotiations,  afterward  observed  in  a  letter  to 
Elbridge  G.  Spaulding,  who  drafted  the  legal  tender  bill,  that  he  believed  that  the 
banks  "would  have  conferred  an  incalculable  benefit  upon  the  country  had  they 
adhered  inflexibly  to  their  own  opinions."  Only  the  pressure  of  events  led  them  to 
give  way  to  the  views  of  Mr.  Chase. 
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and  those  from  the  second  block  for  the  third.  The  weak  point 
in  the  plan  was  this :  the  rate  of  interest  and  the  term  of  the 
bonds  being  fixed,  and  the  banks  having  taken  them  at  a  definite 
price,  whether  they  could  be  sold  to  the  public,  or  not,  depended 
on  whether  the  opinion  of  the  public  as  to  the  credit  of  the 
government  exactly  coincided  with  the  definite  price  at  which 
they  were  offered. 

Of  the  first  block  of  securities,  the  New  York  banks  took 
535,000,000  while  $15,000,000  were  distributed  between  those 
of  Boston  and  Philadelphia.  By  October,  only  about  one-half 
of  the  first  $50,000,000  was  taken  by  the  people  at  large;  yet 
the  payment  for  the  second  $50,000,000  of  bonds  was  promptly 
advanced  by  the  banks  on  October  i.  That  is,  investors  did 
not  regard  the  securities  at  the  price  fixed  as  an  attractive  invest* 
ment ;  the  banks,  therefore,  were  unable  to  dispose  of  the  bonds, 
while  they  had  already  credited  the  Treasury  with  the  advances, 
on  which  payments  in  coin  must  be  made  on  demand.  The 
difficulty  of  disposing  of  the  securities  became  increasingly 
great.  The  business  conditions  prevailing  were  extremely 
unfavorable  and  military  events  were  discouraging.  Only 
$42,000,000  of  securities  had  been  sold  to  the  people  by  the 
end  of  October.  Although  the  sales  were  slow,  the  banks 
were  bold  enough  to  take  the  third  block  of  $50,000,000  on 
December  16. 

The  situation  was  a  dangerous  one  for  the  banks.  Having 
credited  the  Treasury  with  the  value  of  the  securities,  they  were 
obliged  to  pay  coin  whenever  called  upon  by  the  needs  of  the 
government.  If  the  bonds  had  been  rapidly  sold,  they  would 
have  been  recouped  for  their  advances.  Unhappily  this  was  not 
the  fact ;  and  the  banks  found  themselves  losing  specie,  while 
their  funds  were  locked  up  in  unsalable  bonds.  The  progress 
towards  the  climax  was  evident  in  the  accounts  of  the  New 
York  banks,  which  disclosed  imminent  danger  as  early  as 
October.' 

Instead  of  improving,  however,  public  credit  declined.  The 
general  distrust  was  intensified  by  contemporary  political  events. 

■  The  effects  of  the  bond  operations  may  be  seen  in  the  item  of  deposits,  which 
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The  danger  of  trouble  with  England  in  consequence  of  the  cap- 
ture of  Mason  and  Slidell  was  announced  on  November  16,  and 
the  resolution  of  the  United  States  not  to  surrender  them,  on 
the  following  day.  This  had  a  considerable  effect  on  the  banks 
by  leading  depositors  to  withdraw  specie.  Reserves  began  to 
decline  still  more  rapidly  early  in  December,  and  by  the  28th, 
25  per  cent,  of  the  specie  of  the  banks  had  disappeared.  The 
result  was  the  cessation  of  specie  payments  by  the  New  York 
banks  on  the  30th,  and  the  same  course  was  immediately  fol- 
lowed by  the  other  banks. 

The  results  of  this  action  on  the  part  of  the  banks  were 
momentous.  Once  the  banks  had  ceased  specie  payments,  there 
was  no  source  from  which  the  Treasury  could  obtain  coin  with 
which  to  redeem  its  demand  Treasury  notes.  Suspension  by  the 
Treasury,  therefore,  at  once  ensued. 

270.  At  the  opening  of  1862,  then,  the  whole  country  was 
upon  a  basis  of  bank  paper.  This  currency  was  issued  by  about 
sixteen  hundred  different  institutions.  It  varied  greatly  in  value 
and  was  not  legally  receivable  by  the  government  in  payment 
of  dues.  For  a  long  time  there  had  been  talk  of  the  introduc- 
tion of  some  national  system  of  regulating  the  currency.  It 
was  necessary  to  have  some  recognized  medium  of  exchange 
other  than  specie,  which  should  be  receivable  by  the  govern- 
ment and  which  could  be  used  in  daily  transactions  by  the 
people  without  the  constant  annoyance  of  consulting  bank- 
note detectors.  Mr.  Chase  had. very  early  devoted  attention 
to  the  subject  of  the  currency  and  in  an  early  report  had,  as 

were  swollen  on  August  31,  October  12,  and  November  30,  by  the  sums  credited  to 
the  Treasury. 
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elsewhere  seen '  carefully  balanced  the  comparative  advan- 
tages and  disadvantages  of  a  currency  issued  by  the  govern- 
ment (the  first  step  toward  which  had  been  taken  in  the  issue  of 
demand  notes)  as  against  one  issued  by  banks.  He  had  undoubt- 
edly come  to  a  conclusion  strongly  in  favor  of  a  uniform  bank 
currency.  The  institution  of  a  system  of  national  banking  was  a 
favorite  plan  with  Mr.  Chase.  He  had  already  several  times 
advocated  it  and  had  suggested  it  both  in  and  outside  of  his 
oflficial  reports.  He  had  desired  that  all  banks  should  be 
required  to  purchase  United  States  bonds  and  deposit  them  with 
the  government  as  security  for  their  circulation,  more  espe- 
cially because  it  would  furnish  a  market  for  government  secu- 
rities. This,  combined  with  his  desire  for  a  uniform  currency, 
had  led  him  to  favor  the  adoption  of  some  plan  for  a  national 
banking  system.  A  plan  for  such  a  system  was  in  fact  in 
process  of  preparation  just  at  the  close  of  1861,  but  required 
considerable  time  for  elaboration.  At  the  same  time  the  gov- 
ernment expenses  were  piling  up  at  a  rate  much  faster  than  had 
been  anticipated.  Just  at  this  moment  came  the  suspension  of 
specie  payments  by  the  banks  and  the  government.  The  outlook 
was  that  the  government  would  be  without  means  at  the  end  of 
some  thirty  days.  Mr.  Spauldingof  the  Committee  on  Ways  and 
Means,  therefore,  "changed  the  legal  tender  section  intended 
originally  to  accompany  the  bank  bill,  into  a  separate  bill 
....  and  on  his  own  motion  introduced  it  into  the  House  by 
unanimous  consent  on  the  30th  of  December,  1861.*'*  It  was 
thought  that  $100,000,000  must  be  had  during  the  succeeding 
three  months  or  the  government  must  stop  payment.  Mr. 
Spaulding  believed  that  this  could  be  obtained  only  by  the  issue 
of  government  obligations  to  serve  as  currency,  and  he  thought 
that  these  must  be  given  the  legal-tender  quality  in  order  that 
banks  and  others  might  not  discriminate  against  them.  It  was 
only  with  difficulty  that  Mr.  Spaulding  was  able  to  induce  his 
colleagues  to  report  the  legal-tender  bill  to   the  House.     It, 

'  Pp.  395-397,  for  quotation  of  Mr.  Chase's  report  at  length. 

'Spaulding,  History  of  the  Legal  Tender  Paper  Money,     Buffalo,  N.  Y.,  1869. 
p.  14. 
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however,  was  reported  and  was  brought  before  the  attention  of 
the  public  during  the  early  part  of  January  1862. 

271.  Attempts  to  justify  the  introduction  of  the  first  legal 
tender  bill  have  most  often  been  made  on  the  ground  of  necessity. 
Just  in  what  way  the  issue  of  the  notes  was  a  necessity  is  not  made 
clear.  It  seems  certain  that  the  government  could  have  sold 
any  reasonable  quantity  of  bonds  had  it  been  willing  to  let  them 
go  at  the  market  prices.  True,  the  act  of  July  17,  1861,  had 
forbidden  the  sale  of  bonds  at  less  than  par.  Bonds,  however, 
were  selling  at  88  in  New  York  when  the  legal  tender  act  was  pro- 
posed, and  even  the  seven-thirty  Treasury  notes  were  below  par. 
It  was  impossible  to  maintain  the  price  of  the  securities  by  a  mere 
legislative  refusal  to  take  less  than  par,  and  the  only  legitimate 
measure  would  have  been  the  sale  of  bonds  at  prevailing  prices 
and  the  relaxation  of  the  terms  of  the  act  in  such  a  way  as  to 
permit  this  course.  Such  a  modification  would  have  been  quite 
as  quickly  obtainable  as  the  passage  of  the  first  legal  tender  act. 
The  act  was  thus  in  no  sense  a  ''  necessity,"  inasmuch  as  the 
government  might  easily  have  adopted  another  course  more 
immediately  available  and  entirely  free  from  the  serious  objec- 
tions to  the  legal  tender  act  itself.  Immediately  upon  hear- 
ing of  the  new  measure  the  more  enlightened  bankers  of  the 
country  offered  strenuous  opposition,  the  banks  of  New  York, 
Boston,  and  Philadelphia  sending  delegates  to  Washington  to 
speak  against  the  bill.  On  behalf  of  the  banks  Mr.  James  Gal- 
latin, president  of  the  Gallatin  Bank  of  New  York,  submitted  a 
plan  for  raising  the  revenue  necessary  to  carry  on  the  war. 
This  plan  included  several  distinct  measures : 

1.  Taxation  sufficient  to  bring  in  S  125,000,000  of  additional 
revenue  over  and  above  import  duties. 

2.  Cessation  of  the  issue  of  demand  notes  further  than  those 
already  authorized. 

3.  The  issue  of  1 100,000,000  of  two-year  Treasury  notes,  of 
low  denominations,  receivable  for  government  dues  except 
customs. 

4.  Suspension  of  the  subtreasury  act  and  use  of  the  banks  as 
depositories. 
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5.  Issue  of  6  per  cent,  twenty-yeaf  bonds  at  market  prices. 

6.  The  granting  of  power  to  the  Secretary  to  make  temporary 
loans  by  hypothecating  any  portion  of  the  funded  stock  already 
authorized  by  Congress. 

272.  This  plan  was  unfavorably  regarded  by  Mr.  Chase  and 
the  House  and  Senate  committees,  but,  after  another  conference 
between  Mr.  Chase  and  the  delegates  of  the  banks  on  January 
15,  the  following  plan  was  adopted : 

1 .  The  banks  were  to  receive  and  pay  out  freely  the  demand 
notes  already  authorized. 

2.  No  further  demand  notes  were  to  be  authorized,  but  Con- 
gress should  allow  the  issue  of  3.65  per  cent,  one  year  Treasury 
notes  to  be  exchanged  for  the  demand  notes  and  to  be  converti- 
ble into  seven-thirty  three-year  bonds. 

3.  The  demand  notes  were  not  to  be  made  a  legal  tender. 

4.  At  least  $20,000,000  in  seven-thirty  bonds  were  to  be 
paid  within  the  next  two  weeks  to  such  public  creditors  as  might 
desire. 

5.  The  national  bank  act  was  to  be  passed. 

The  plan  finally  accepted  by  Mr.  Chase  thus  omitted  entirely 
the  authority  to  sell  bonds  at  their  current  price  in  the  open 
market.  According  to  Mr.  Spaulding,  ''The  press  spoke  out 
plainly  against  the  Secretary  being  authorized  to  put  United 
States  bonds  on  the  market  without  any  limitation  as  to  the 
price  he  might  obtain  for  them."  But  it  was  precisely  the  fail- 
ure to  grant  to  the  Secretary  the  power  to  borrow  for  the  govern- 
ment upon  the  same  terms  as  for  any  one  else  which  completely 
crippled  the  plan  finally  approved,  and  made  its  inadequacy  so 
plain  as  to  lead  to  its  rejection  without  hesitation  by  the  com- 
mittees of  Congress.  This  unwillingness  to  sell  bonds  at  their 
market  price,  and  the  readiness  to  issue  legal-tender  notes 
appears  shortsighted  in  the  light  of  the  fact  that,  after  the 
subsequent  issue  of  the  legal  tenders  the  bonds,  although  sold 
nominally  for  par,  actually  brought  far  less  than  that  amount  in 
consequence  of  the  serious  depreciation  of  the  paper. 

There  has  been  much  controversy  over  the  question  whether 
or   not    Mr.  Chase  should   have   raised   the   means   necessary 
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for  carrying  on  the  war -by  taxation  instead  of  relying  chiefly 
upon  borrowing.  This,  however,  is  not  the  most  important 
question.  Granting  that  the  war  was  to  be  carried  on  by  means 
of  loans  it  is  clear  that  the  government  could  obtain  these  loans 
only  by  the  same  methods  as  private  individuals.  By  issuing 
inconvertible  paper  which  it  received  back  in  exchange  for  its  bonds 
a  much  more  serious  loss  was  incurred  than  if  the  bonds  had  been 
sold  for  current  prices  at  the  outset,  inasmuch  as  the  deprecia- 
tion of  the  paper  jendered  the  larger  number  of  "dollars" 
nominally  received  for  bonds  worth  much  less  in  terms  of  com- 
modities than  a  smaller  number  of  specie  dollars  would  have  been. 
Yet  this  loss  to  the  government  was  not  the  most  serious  result 
of  the  issue  of  the  legal-tender  notes.  The  refusal  to  borrow  by 
legitimate  methods  and  the  resort  to  a  forced  loan  may  be 
criticised  upon  several  grounds  but  upon  none  so  severely  as 
upon  the  confusion  between  the  fiscal  and  monetary  functions 
of  the  government  by  which  the  standard  of  payment  and  prices 
was  made  to  change  with  every  slight  variation  in  the  credit 
of  the  government.  Had  the  standard  of  the  country  con- 
tinued to  be  gold  no  shock  to  the  national  credit  could  have 
materially  altered  the  prices  of  commodities,  or  caused  doubt 
regarding  the  medium  in  which  contracts  would  be  fulfilled. 
But  the  issue  of  a  government  legal-tender  promise  to  pay  at  a  time 
when,  and  primarily  because,  the  Treasury  was  without  the  means 
with  which  to  pay,  altered  the  standard  of  the  country,  and 
made  all  business  transactions  and  all  current  prices  vary  with 
changes  in  the  credit  of  the  government  and  in  accord  with  the 
purely  fiscal  situation  of  the  Treasury. 

273.  The  plan  as  above  modified  was  evidently  too  weak  to 
be  of  much  assistance,  and  the  Committee  on  Ways  and  Means 
therefore  preferred  the  legal-tender  bill.  In  accordance  with 
the  wishes  of  Mr.  Chase  the  bill  was,  therefore,  brought  before 
Congress.  In  its  final  form  it  provided  for  the  issue  of  S150.- 
000,000  of  United  States  notes  which  were  to  be  **a  legal  tender 
in  payment  of  all  debts  public  and  private." 

A  few  words  may  be  said  concerning  the  debate  on  the 
bill.     The  debates  covered  a  wide  range,  although  some  of  the 
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points  principally  discussed  might  seem  of  least  importance. 
Probably  the  point  most  contested  was  the  constitutionality  of 
the  bill.  It  was  at  first  thought  that  Secretary  Chase  did  not 
believe  in  its  constitutionality,  and  in  order  to  obtain  his  opinion 
on  that  point  a  resolution  had  already  been  offered  referring  the 
bill  to  the  Secretary  for  suggestions.  He  had  replied  by  a  state- 
ment of  the  great  needs  of  the  Treasury  and  an  expression  of  his 
unwillingness  to  make  the  notes  a  legal  tender,  although  he 
thought  that  the  legal-tender  quality  would  protect  the  majority 
of  the  people  against  persons  and  institutions  who  might,  as  in 
the  case  of  the  demand  Treasury  notes,  refuse  to  receive  them. 
The  question  of  constitutionality  was  thus  neglected  by  Secre- 
tary Chase,  although  he  wrote  that  "necessity  seemed  to 
demand  the  bill.*'  The  debate,  however,  continued,  but  on  this 
point  at  least  it  was  inconclusive.  Some  members  of  Congress 
speaking  in  favor  of  the  constitutionality,  derived  the  power  to 
issue  legal-tender  notes  from  the  right  to  borrow  money,  others 
from  the  right  to  coin  money  and  regulate  the  value  thereof,  but 
all  of  these  arguments  fouiTd  opponents.  The  argument  which 
was  considered  strongest  by  the  adherents  of  the  bill  was  not  a 
quibble  over  the  constitutionality  (for  it  was  recognized  that  the 
Constitution  would  bear  a  liberal  construction  at  such  a  time, 
if  ever),  but  the  absolute  necessity  of  the  measure. 

It  has  already  been  seen  that  Mr.  Chase  had  declared  that 
the  government  would  soon  be  out  of  means,  and  this  argument, 
together  with  the  impossibility  of  selling  bonds,  except  at  a  dis- 
count, was  constantly  reiterated.  It  was  said  that  the  notes  would 
enable  the  government  to  obtain  money  without  begging  for  it. 
It  could  not  only  exchange  them  for  commodities,  but  could  pay 
the  soldiers  and  sailors  with  them,  a  purpose  for  which  money 
was  immediately  and  especially  needed.  The  need  of  a  uniform 
currency  which  should  be  payable  to  the  government  was  also 
worth  consideration,  for  the  demand  notes  in  circulation  were  not 
very  considerable  in  amount,  bank  paper  was  not  receivable,  and 
specie  was  difficult  to  obtain.  It  was  said  that  the  notes  would 
assist  in  floating  new  loans,  by  affording  the  people  a  currency 
wherewith  to  pay  for  bonds.     And,  lastly,  it  was  urged  that  the 
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legal-tender  quality  was  needed  in  order  to  insure  the  prompt 
reception  of  the  notes  by  those  who  had  claims  against  the 
government,  and  by  banks  and  others  who,  it  was  feared,  would 
refuse  to  receive  them.  Probably  the  strongest  arguments 
against  the  bill,  were  those  which  predicted  the  almost  certain 
resort  to  further  issues,  and  the  shock  to  government  credit 
which  would  result  from  the  issue  of  irredeemable  paper  cur- 
rency. Most  of  those  who  finally  voted  for  the  bill  saw  no  other 
immediate  means  either  of  floating  loans  at  what  seemed  reason- 
able prices,  or  of  making  the  notes  pass  current  without  the  legal 
tender  quality.  Even  under  these  circumstances,  however,  the 
vote  on  the  measure  as  finally  passed  and  approved  by  President 
Lincoln  on  February  25,  1862  was  a  partisan  one.  The  real 
reason  why  the  legal-tender  act  was  not  defeated  was  the  lack 
of  leadership.  As  already  seen,  the  measure  was  not  the  only 
resort  open  to  the  government,  but  the  lack  of  any  consistent 
policy  either  on  the  part  of  the  Treasury,  or  of  its  opponents, 
and  the  failure  to  adopt  necessary  means  by  legitimate  methods 
finally  forced  the  passage  of  the  bill. 

274.  The  act  of  February  25,  1862,  was  comparatively  simple 
in  its  terms.  It  provided  that  the  Secretary  of  the  Treasury 
might  issue  *'  on  the  credit  of  the  United  States  one  hundred  and 
fifty  millions  of  dollars  ($150,000,000)  of  United  States  notes 
not  bearing  interest,  payable  at  par,  at  the  Treasury  of  the  United 
States,  and  of  such  denominations  as  he  may  deem  expedient, 
not  less  than  five  dollars  each."  An  equal  amount  of  these 
notes  were  to  take  the  place  of  the  demand  Treasury  notes  which 
were  authorized  by  the  acts  of  July  17,  1861,  and  February  12, 
1862.  The  retirement  of  these  demand  notes  being  authorized, 
the  $150,000,000  of  notes  (whose  issue  was  thus  provided  for) 
were  declared  to  be  receivable  by  the  United  States  in  return 
for  all  dues  to  it,  except  duties  on  imports,  and  payable  by  the 
United  States  for  all  obligations  except  interest  on  the  public 
debt,  and  they  were  to  be  a  legal  tender  between  individuals  in 
payment  of  debts  of  every  kind.  The  notes  were,  furthermore, 
to  be  received  in  liquidation  of  all  loans  which  might  in  the 
future  be  floated  by  the  government,  and,  by  an  important  sec- 
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tion  of  the  act,  the  Secretary  of  the  Treasury  was  authorized  to 
fund  the  legal-tender  notes  as  well  as  the  Treasury  notes  pro- 
vided for  in  former  acts,  into  United  States  6  per  cent,  bonds  at 
par.  The  notes  were  thus  distinctly  regarded  in  the  act  as  a 
mere  temporary  floating  debt  which  had  no  character  of  perma- 
nence, but  was  ultimately  to  be  converted  into  permanent  form 
by  being  refunded  into  bonds  of  the  United  States. 

275.  The  operation  of  the  legal-tender  act  was  different  from 
what  had  been  anticipated.  The  notes  did  not,  as  expected, 
return  to  the  Treasury  to  be  funded  into  6  per  cent,  bonds,  for 
this  was  too  low  a  rate  of  interest  to  be  attractive.  A  deprecia- 
tion of  from  5  to  8  per  cent,  in  the  value  of  the  notes  soon 
became  apparent.  The  government,  moreover,  made  no  effort 
to  borrow.  By  the  29th  of  May  the  issue  was  nearly  exhausted, 
{146,000,000  of  legal  tenders  being  then  in  circulation.  It  was 
in  fact  less  than  six  weeks  after  the  passage  of  the  first  bill 
that  government  necessities  forced  Mr.  Chase  to  demand,  in 
a  letter  written  June  7,  authority  for  the  issue  of  another  S150,- 
000,000.  The  notes  authorized  by  the  first  issue  had  been 
rapidly  paid  out  to  satisfy  public  creditors,  but  the  average  daily 
expenditures  of  the  government  now  amounted  to  $1,000,000 
and  revenues  were  only  $380,000.  He,  therefore,  suggested  the 
issue  of  $150,000,000  of  legal  tender  notes  in  addition  to  those 
already  outstanding. 

Mr.  Chase's  request  for  more  notes  alarmed  those  who  had 
opposed  the  former  bill.  Senator  Chandler,  of  Michigan,  intro- 
duced a  resolution  '*  that  the  amount  of  Treasury  notes  already 
authorized  by  law  shall  never  be  increased."  The  bill,  however, 
was  brought  forward  by  the  Committee  on  Ways  and  Means  in 
the  House.  It  was  said  that  the  policy  of  the  issue  had  been 
amply  justified.  Some  agreed  to  the  passage  of  the  bill  because 
of  the  uselessness  of  opposition.  Some  who  had  voted  for 
the  first  bill  as  a  temporary  measure  of  necessity  opposed  the 
second  on  the  ground  that  the  inconvertible-paper  policy  was 
now  being  adopted  as  permanent.  There  were  many  who  wanted 
to  drive  bank-notes  out  of  circulation,  and  make  way  for  the 
issue  of  more  government  paper  on  the  ground  that  the  profit 
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arising  from  such  a  currency  ought  to  accrue  to  the  government, 
if  to  anyone.  There  were  very  many  who  denied  the  existence 
of  a  necessity.  Recent  Union  victories  and  the  passage  of  a 
tax  bill  had  strengthened  the  credit  of  the  government  and  it  was 
thought  that  loans  could  now  easily  be  floated.  The  measure 
was  finally  passed,  and  it  became  a  law  on  the  nth  of  July.  It 
was  similar  in  its  terms  to  the  first  act  and  authorized  the  issue 
of  Si 50,000,000  of  legal-tender  notes.  It  provided,  however, 
that  not  to  exceed  $35,000,000  might  be  of  denominations  lower 
than  five  dollars,  and  that  none  should  be  for  fractional  parts  of 
a  dollar,'  but  continued  the  provision  for  refunding  the  notes 
into  6  per  cent,  bonds. 

276.  No  further  attempts  to  secure  the  issue  of  legal-tender 
notes  were  made  by  Secretary  Chase  during  the  remainder  of 
the  year  1862.  His  report  to  Congress  in  December  of  that 
year  made  an  unfavorable  showing.  He  estimated  that  there 
would  be  a  deficit  for  the  current  fiscal  year  amounting  to  $276,- 
900,000,  while  for  the  succeeding  year,  the  deficit  was  esti- 
mated at  $622,300,000,  making  an  aggregate  of  $900,000,000. 
He  sugge^ed  two  possible  means  of  raising  this  sum.  The 
first  was  a  further  issue  of  United  States  notes.  But  though  he 
maintained  that  the  notes  had  more  than  satisfied  his  expecta- 
tions, and,  although  he  believed  that  the  currency  was  not  seri- 
ously depreciated,  that  whatever  depreciation  did  exist  was  due 
**  not  to  the  increase  of  United  States  notes,  but  to  the  increase 
of  bank  circulation  and  deposits,"  he  did  not  believe  that  a  fur- 
ther inflation  of  the  currency  was  advisable.  He  urged  that  the 
addition  of  $277,000,000  (the  amount  to  be  raised  for  fiscal 
needs)  to  the  existing  circulation  would  convert  the  legal-tender 
currency  **  into  a  positive  calamity  "  and  he,  therefore,  urged  a 
strict  reliance  upon  loans,  and,  as  a  means  of  rendering  these 
possible,  he  once  more  presented  his  scheme  for  a  national 
banking  system.  A  most  important  part  of  his  suggestions  was 
the   recommendation  that  the  clauses  forbidding  the  sale  of 

'  This  provision  was  soon  rendered  of  no  use  by  the  depreciation  of  the  legal 
tender  notes  so  far  that  subsidiary  coin  was  driven  out  of  circulation.  This  led  to  the 
passage  (July  17)  of  an  act  authorizing  the  use  of  postage  stamps  as  currency. 
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bonds  below  market  value  and  permitting  the  holder  of  United 
States  notes  to  exchange  them  for  bonds  at  par,  be  repealed. 
The  latter  clause,  he  said,  prevented  the  bonds  from  rising  above 
the  value  of  the  notes,  while  the  former  prevented  sales  of 
bonds  to  those  who  wished  to  sell  them  again  at  a  profit.  The 
result  of  Mr.  Chase's  recommendations  was  the  formulation  by 
the  Committee  on  Ways  and  Means  of  a  bill  authorizing  a  loan 
of  $900,000,000,  of  which  $300,000,000  might  be  issued  in  legal- 
tender  notes.  Of  the  few  members  who  spoke  energetically 
against  the  bill,  several  finally  voted  for  the  scheme  because 
they  were  unable  to  suggest  better  means  of  raising  revenue. 
The  debate  as  a  whole  was  desultory  and  indecisive,  and  com- 
pared very  unfavorably  with  the  debate  upon  the  first,  or  even 
that  upon  the  second  legal-tender  act.  It  was  contended  by 
many  that  there  had  been  no  inflation  of  the  currency,  that 
greenbacks  had  not  fallen  in  value,  but  gold  had  risen.  It  was 
shown  that,  during  the  suspension,  wages  and  prices  had  not 
varied  exactly  in  accordance  with  the  violent  fluctuations  of  the 
premium  on  gold,  and  it  was  argued  from  this  that  there  was, 
therefore,  no  relation  between  them.  Those  who  pointed  to  the 
danger  of  shaking  the  credit  of  the  government  by  further  issues 
of  notes,  and  the  probability  that  loans  could  not  be  floated, 
since  there  was  danger  that  they  would  be  paid  in  depreciated 
paper,  were  answered  by  references  to  the  flag  and  the  eagle. 

The  bill,  however,  finally  passed  the  House  on  January  26, 
1863,  not  even  a  yea  and  nay  vote  being  taken.  In  the  Finance 
Committee  of  the  Senate,  the  new  issue  of  legal-tender  notes  was 
cut  down  from  $300,000,000  to  $150,000,000.  This  action,  con- 
trary to  what  might  have  been  expected,  aroused  little  or  no 
objection  and  met  with  little  discussion  either  in  or  out  of  the 
Senate.  The  bill  became  a  law  on  March  3,  1863,  and,  as  thus 
finally  approved,  authorized  the  issue  of  $400,000,000  of  6  per 
cent,  three-year  Treasury  notes  with  interest  payable  in  law- 
ful money,  and  the  issue  of  $150,000,000  additional  of  legal-ten- 
der notes. 

277.  No  further  issues  of  legal-tender  notes  were  recom- 
mended   by   Secretary  Chase.     Although    he    declared    in    his 
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report  of  1863  that  the  legal -tender  currency  had  been  highly 
satisfactory,  he  admitted  that  it  was  **  clearly  inexpedient  to 
increase  the  amount"  in  circulation.  He,  therefore,  suggested 
that  revenue  be  raised  by  other  means,  and  the  general  opinion 
of  Congress  seemed  in  accord  with  his  own.  **To  force  the 
Treasury  to  issue  legal-tender  notes  in  any  way  beyond  the  pres- 
ent limits,"  said  Mr.  Morrill,  of  Vermont,  "would  result  in 
disappointment  and  disaster."  This  conviction  appeared  in 
the  '*bill  to  provide  ways  and  means  for  the  support  of  the  gov- 
ernment," which  was  approved  on  June  30,  1864,  and  was 
expressed  in  the  provision :  ''  Nor  shall  the  total  amount  of 
United  States  notes  issued,  or  to  be  issued,  ever  exceed  {400,- 
000,000  and  such  additional  sum,  not  exceeding  $50,000,000,  as 
may  be  temporarily  required  for  the  redemption  of  temporary 
loan."  A  distinct  pledge  to  the  country  that  no  further  issues 
of  greenbacks  should  take  place  was  thus  given,  but  attracted 
little  attention  in  spite  of  an  unsuccessful  attempt  by  Mr.  Ste- 
vens to  secure  the  adoption  of  a  clause  providing  for  the  pay- 
ment of  interest  on  new  loans  in  currency.  The  pledge  thus 
given  was  ultimately  kept.  In  spite  of  many  propositions  to 
enlarge  the  volume  of  the  United  States  notes  no  further  issues 
have  ever  been  authorized. 

278.  The  evil  effects  of  the  legal-tender  notes  could,  how- 
ever, already  be  observed.  The  fluctuations  in  the  value  of  the 
currency  had  been  productive  of  great  disorder  in  business  and 
had  produced  a  very  strong  speculative  tendency.  The  fact  that 
they  had  become  the  legal  standard,  instead  of  gold,  resulted 
at  once  in  the  settlement  of  all  prices  in  terms  of  paper.' 

Gold  had  thus  been  driven  from  circulation  and  had  become  the  subject  of  a 
special  sort  of  speculation.  This  was  principally  carried  on  in  New  York  by  what 
was  known  as  the  "  Gold  Board,"  the  operations  of  which  were,  no  doubt,  analo- 
gous to  those  of  gambling.  There  were  many  who  supposed  that  the  specula- 
tion in  gold  had  brought  about  or  had  intensified  the  depreciation  of  the  legal 
tender  paper,  and  Congress  was  moved  by  this  feeling  to  attempt  in  some  way 
to  regulate  it.  During  March  1864,  it  passed  a  resolution  authorizing  the  Secretary 
of  the  Treasury  to  sell  any  surplus  gold  on  hand.  Import  duties  being  payable 
in  gold  and  imports  having  increased,  a  considerable  sum  had  accumulated,  and  by 
the  terms  of  the  Independent  Treasury  Act  was,  of  course,  withdrawn  from  the 
markets.    It  was  thought  that  this  withdrawal  of  gold  tended  to  embarrass  the  regular 
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The  outcome  was  a  serious  financial  embarrassment  to  the 
government,  and,  as  will  later  be  seen  (Section  310),  a  heavy 
increase  in  the  cost  of  the  war.  The  unfavorable  financial  and 
military  situation,  too,  reacted  upon  the  credit  of  the  govern- 
ment and  increased  the  tendency  to  depreciation.  The  eighteen 
months  succeeding  the  passage  of  the  third  legal-tender  act 
were  a  period  of  deep  discouragement.  Although  the  value  of 
the  currency  fluctuated  for  a  time,  it  entered,  about  the  end  of 
September  1863,  upon  a  course  of  steady  depreciation.  During 
the  whole  of  the  year  1 863  there  were  no  events  of  public  impor- 
tance tending  to  improve  the  government  credit.  Nor  did  the 
course  of  things  become  more  favorable  during  the  early  months 
of  1864.  Public  credit  grew  worse.  The  effort  to  float  an  issue 
of  $200,000,000  of  5-40  6  per  cent,  bonds  was  an  almost  total 
failure.  Mr.  Chase  was  thoroughly  discouraged  by  prevailing 
conditions,  and  on  the  first  of  July  his  resignation  was  announced. 
The  value  of  the  notes  continued  to  decline,  and  on  the  i  ith  of 
July  touched  its  lowest  point — J35.09  in  gold  for  $100  in  cur- 
rency—  and,  although  a  reaction  soon  set  in,  the  public  credit 

merchant  in  getting  the  gold  necessary  to  pay  his  import  duties,  so  that  the  govern- 
ment became  a  factor  in  the  New  York  gold  market.  Despite  considerable  opposition, 
the  resolution  was  passed,  and  in  its  final  form  authorized  the  Secretary  to  anticipate  the 
payment  of  interest  by  a  period  not  exceeding  a  year,  or  to  sell  any  gold  not  necessary 
for  the  payment  of  interest.  The  mere  introduction  of  this  measure,  said  a  member 
from  New  York  City,  unsettled  the  gold  market  and  Senator  Sherman  declared  that 
gold  went  up  in  consequence  6  or  7  per  cent.  The  bill,  however,  contrary  to  expec- 
tions,  did  not  diminish  the  premium  on  gold,  which  rose  considerably,  and  the 
price  of  $100  of  gold  in  paper  rose  from  $159  to  $169.75  during  the  month  in  which 
the  bill  was  passed.  This  lack  of  success  led  to  the  introduction  of  a  bill  which 
originated  with  Secretary  Chase  and  which  after  considerable  controversy  was  passed, 
June  17,  1864.  By  the  terms  of  this  act,  it  was  made  "unlawful  to  make  any  contract 
for  the  purchase  or  sale  and  delivery  of  any  gold  coin  or  bullion  to  be  delivered  on 
any  day  subsequent  to  the  day  of  making  such  contract^  or  for  the  payment  of  any 
sum,  either  fixed  or  contingent,  in  default  of  the  delivery  of  any  gold  coin  or  bullion 
or  to  make  any  contract  for  the  purchase  or  sale  and  delivery  of  any  bullion  exchange 
to  be  delivered  a^  any  time  beyond  ten  days  subsequent  to  the  making  of  such  con- 
tract." It  was  further  made  unlawful  for  any  banker  or  broker  to  make  any  purchases 
or  sales  of  gold  coin  or  bullion  or  of  foreign  exchange  or  any  contract  therefor, 
except  at  his  regular  place  of  business. 

The  result  of  the  passage  of  this  bill  was  increased  fluctuation  and  depreciation 
of  the  notes.  Within  five  days  gold  rose  from  less  than  200  to  230,  and  a  bill  to 
repeal  the  gold  act  was  promptly  introduced  and  passed  with  practically  no  opposition. 
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continued  for  some  time  to  be  discouragingly  low.  During  the 
year  subsequent  to  July  1864,  the  situation  grew  more  favorable. 
The  notes  rose  in  value,  in  consequence  of  military  successes  and 
the  brighter  prospects  for  the  government,  with  no  decrease  in 
the  volume  of  the  circulation.  The  close  of  the  war  found  the 
price  of  the  notes  much  higher  ($77.82  in  gold  for  $100  in  cur- 
rency on  May  11,  1865),  and  everything  seemed  to  point  to  an 
early  resumption  of  specie  payments.  It  had,  in  fact,  been  the 
constant  supposition  during  the  war  that  suspension  was  merely 
temporary,  and  that  specie  payments  would  be  resumed  imme- 
diately upon  the  restoration  of  peace.  No  one  had  thought 
of  a  protracted  suspension.  Mr.  McCuUoch,  therefore,  in  his 
annual  report,  of  1865,  urged  the  retirement  of  the  legal-tender 
currency  and  the  adoption  of  measures  looking  to  ultimate 
resumption  of  specie  payments.  The  war  was  now  over,  and 
inasmuch  as  the  legal-tender  acts  had  been  regarded  as  purely 
temporary  and  war  measures,  the  Secretary  proposed  to  carry 
these  views  into  effect.  There  was  no  dissent  from  his  plans  on 
the  part  of  Congress.  The  House  of  Representatives  on  Decem- 
ber 18,  1865,  immediately  upon  receipt  of  the  Secretary's 
recommendations,  passed  the  following  resolution  by  a  vote  of 
144  yeas  to  six  nays : 

That  this  House  cordially  concurs  in  the  views  of  the  Secretary  in  rela- 
tion to  the  necessity  of  a  contraction  of  the  currency,  with  a  view  to  as  early 
a  resumption  of  specie  payment  as  the  business  of  the  country  will  permit ; 
and  we  hereby  pledge  cooperative  action  to  this  end  as  speedily  as  possible. 

279.  Notwithstanding  the  apparently  cordial  attitude  toward 
an  early  resumption  of  specie  payments  thus  manifested  by  Con- 
gress, it  soon  became  apparent  that  there  would  be  strenuous 
opposition  to  any  supposed  contraction  of  the  circulation. 
There  were  many  who  maintained  that  contraction  was  not  the 
wav  in  which  to  resume  specie  payments,  while  there  were  others, 
although  they  were  not  as  yet  very  numerous,  who  opposed 
resumption  itself.  Some  advocated  the  accumulation  of  a 
reserve  in  gold,  without  any  attempt  to  reduce  the  volume  of 
notes  outstanding.  This  divergence  of  opinion  was  brought  out 
in  the  debate  over  the  bill  authorizing    the    Secretary    of  the 
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Treasury  to  receive  Treasury  notes  or  other  obligations,  whether 
interest-bearing  or  not,  in  exchange  for  bonds.  He  was  also  to 
be  allowed  to  sell  bonds  in  the  United  States  or  elsewhere  to  any 
amount,  in  exchange  for  lawful  money,  Treasury  notes,  or  certifi- 
cates of  indebtedness.  This,  of  course,  implied  a  contraction  of 
the  currency  to  any  amount  that  the  Secretary  of  the  Treasury 
might  see  fit.  The  arguments  for  and  against  contraction,  and 
for  and  against  resumption,  were  brought  up  and  debated — 
principally  those  concerning  contraction.  The  outcome  was  a 
surprise  to  those  who  had  relied  upon  the  disposition  of  Con- 
gress to  support  the  Secretary  in  the  work  of  resumption,  and 
indicated  that  some  pressure  had  been  brought  to  bear  to  turn 
the  attitude  of  Congress  into  one  of  opposition  to  resumption. 
The  bill  was  finally  amended  by  a  compromise  clause,  which 
provided  **  that  of  the  United  States  notes  not  more  than 
{10,000,000  may  be  retired  and  canceled  within  six  months 
from  the  passage  of  this  act,  and  thereafter  not  more  than 
$4»ooo,ooo  in  any  one  month."  The  act  was  passed  April  12, 
1866,  and  seriously  crippled  the  power  of  the  Secretary  to  con- 
tinue his  policy  of  resumption. 

*28o.  From  the  time  of  the  passage  of  the  act  just  discussed, 
several  events  coincided  to  stimulate  the  fear  of  contraction. 
During  1866  the  interest -bearing  notes  ceased,  to  circulate. 
They  were  more  and  more  absorbed  by  the  national  banks  as 
reserve,  inasmuch  as  they  were  more  profitable  to  hold  than  non- 
interest-bearing  notes.  Moreover,  the  disappearance  of  the  circu- 
lation of  state  banks  under  the  influence  of  the  act  taxing  these 
issues  had  been  rapid.  There  had  been,  however,  no  real  contrac- 
tion. Although  Mr.  McCulloch  reduced  the  volume  of  the  legal 
tenders  and  fractional  currency  outstanding  by  $66,000,000, 
this  decrease  was  about  compensated  by  an  increase  of  $62,000,- 
000  in  national  bank  notes.'     The  real  cause  of  suffering  was 

'During  the  fiscal  year  1867  the  Secretary  continued  his  policy  of  retiring  the 
United  States  notes.  More  compound -interest  notes  were  funded  in  5  per  cent,  bonds. 
National  bank  notes  also  increased,  and  the  demand  for  some  sort  of  interest-bearing 
currency  in  place  of  the  compound -interest  notes  for  use  as  bank  reserves,  led  Congress 
to  authorize  the  issue  of  ^50,000,000  in  certificates  bearing  3  per  cent,  interest  for  the 
redemption  of  the  compound -interest  notes.    These  measures  offset  the  reduction  in 
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not  an  imaginary  contraction,  but  the  serious  change  which  was 
taking  place  in  the  value  of  the  standard  itself.  From  the  pas- 
sage of  the  first  legal  tender  act  to  the  resumption  of  specie  pay- 
ments in  1879  the  standard  in  the  United  States  was  the  govern- 
ment's promise  to  pay.  This  promise,  however,  varied  greatly 
in  value  with  the  variations  of  the  government's  credit.  At  the 
close  of  the  war  prices  were  expressed  in  terms  of  a  currency 
which  had  suffered  heavy  depreciation.  As  conditions  became 
more  settled  and  the  credit  of  the  government  rose,  the  value  of 
its  promise  to  pay  rose  correspondingly.  This  merely  amounted 
to  a  continual  change  in  the  standard,  and  entailed  the  usual 
injurious  consequences  upon  those  who  had  made  contracts 
at  the  time  when  paper  was  more  heavily  depreciated.  All  this, 
however,  was  little  understood,  and  the  suffering  due  to  a  change 
in  the  standard  of  value  was  attributed  to  an  imaginary  con- 
traction. 

281.  The  value  of  a  dollar  in  greenbacks  had  been  steadily 
rising,  and,  by  the  middle  of  1867,  had  reached  71  cents  in  gold. 
The  result  of  all  this  had  been  a  decrease  in  prices,  and,  in 
consequence  of  the  existing  business  depression,  great  pressure 
was  brought  to  bear  upon  Congress  to  prohibit  the  further 
retirement  of  the  legal  tenders  ;  and  yet  nothing  could  have  pre- 
vented the  fall  of  prices,  so  long  as  the  paper  was  rising  in  value 
for  natural  reasons,  except  a  destruction  of  government  credit. 
But  this  was  not  then  understood.  The  report  of  the  Secretary 
showed  his  fear  that  the  policy  of  reducing  the  issues  of  paper 
money  was  about  to  be  discontinued.  At  one  time  he  had  hoped 
that  specie  payments  would  be  resumed  in  1868,  but  he  now  saw 
that  this  event  was  likely  to  be  indefinitely  postponed.  Never- 
theless, he  argued  strongly  in  favor  of  continuing  the  retirement 
of  the  notes.  The  change  in  the  attitude  of  Congress  with 
regard  to  the  greenbacks,  however,  was  plainly  manifested  in  a 

the  currency  by  the  retirement  of  United  States  notes  during  the  year,  but  the  redemp- 
tion of  the  interest-bearing  notes,  combined  with  that  of  the  legal  tenders,  made  a 
total  decrease  of  $65,000,000.  On  July  25,  1868,  Congress  authorized  an  additional 
issue  of  125,000,000  of  the  3  per  cent,  certificates,  in  order  to  offset  the  retirement  of 
the  compound-interest  notes,  of  which  only  $28,000,000  remained  outstanding  on  June 
30, 1868. 
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legislative  enactment,  which  became  a  law  without  the  approval 
of  the  President  upon  February  4,  1868.  The  terms  of  the  act, 
although  brief,  were  explicit.  They  provided  merely  that  the 
authority  of  the  Secretary  of  the  Treasury  **  to  make  any  reduc- 
tion of  the  currency  by  retiring  or  canceling  United  States  notes 
shall  be,  and  the  same  is,  hereby  suspended."  This  act  had 
been  reported  to  the  House  immediately  upon  the  assembling  of 
Congress  on  the  5th  of  December,  1867.  Some  had  tried  to  put 
off  the  time  for  suspending  contraction  until  May  i,  1 868,  but  they 
had  been  overcome.  The  amount  of  the  legal-tender  notes, 
therefore,  remained  fixed  at  the  point  which  had  been  reached 
when  the  act  was  passed.  At  that  time,  the  volume  of 
these  notes  in  circulation  was  $356,000,000.  It  was  true  that 
the  Secretary  had  not  for  some  time  retired  any  of  the  legal 
tenders,  and  had  announced  that  he  should  not  continue  the 
policy  of  retirement  so  long  as  business  continued  in  a  troubled 
condition ;  nevertheless  Congress  was  determined  to  put  an  end 
to  the  danger  anticipated  from  leaving  the  power  in  the  hands 
of  the  Secretary.  The  suspension  of  the  power  to  continue  the 
retirement  of  the  notes  did  not,  however,  yield  the  expected 
relief,  for  the  causes  which  were  producing  a  change  in  the 
standard  proportionate  to  the  improvement  in  the  credit  of  the 
government  were,  of  course,  unaffected  by  such  action. 

282,  Moreover,  a  new  question  closely  connected  with  the 
whole  problem  of  resumption  just  now  presented  itself.  It  was 
necessary  to  decide  upon  the  sort  of  currency  in  which  the 
bonds  were  to  be  paid,  and  many  desired  that  these  loans 
should  be  paid  in  the  notes  for  which  they  were  issued.  Some 
went  so  far  as  to  argue  that  whereas  the  interest  was  to  be 
duly  paid  for  twenty  years  it  made  no  difference  whether  or 
not  bondholders  received  the  principal  itself,  the  payment  of 
the  interest  being  quite  sufficient  return  for  the  loans.  This 
question  of  the  kind  of  money  to  be  used  in  the  payment  of 
the  bonds  became  the  main  issue  of  the  exciting  campaign  of 
1868  which  resulted  in  the  choice  of  President  Grant.  His 
election  meant  that  the  bonds  would  be  paid  in  coin,  and  was 
an  important  victory  for  those  who  opposed  paper-money  infla- 
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tion.     The  campaign  of  1868  was  the  first  great  struggle  over 
the  maintenance  of  the  standard.     Thus  supported  by  the  gen- 
eral body  of  voters,  the  Secretary  in  his  report  submitted  to 
Congress  in  December  1868,  again  urged  a  continuance  of  the 
policy  of  retirement  and  an  immediate  provision  for  resumption. 
He  even  asked  that  the  United  States  notes  should,  after  the 
first  day  of  January  1870,  cease  to  be  a  legal  tender  in  pay- 
ment of  debts  subsequently  contracted,  and  that  they  should 
cease  to  be  a  legal  tender  in  any  payments  whatever,  except  for 
government  dues,  after  January  1,1871.  He  insisted  that  the  inter- 
est and  principal  of  the  debt  should  continue  to  be  met  in  coin. 
Congress  did  not  go  the  length  suggested  by  the  Secretary  of 
the  Treasury.     The  result  of  the  election  forced  it,  however,  to 
pass  on  the  i8th  of  March  1869,  "An  Act  to  Strengthen  the  Pub- 
lic Credit,"  in  which  it  was  said  in  distinct  terms  that  the  faith 
of  the  United  States  was  solemnly  pledged  to  the  payment  in 
coin,  or  its  equivalent,  of   all   non-interest-bearing   obligations 
of  the  United  States  known  as  United  States  notes  and  of  all 
the  interest  bearing  obligations,  except  where  it  had  been  other- 
wise expressly  provided.    "And  the  United  States,"  continued  the 
act,  "  also  solemnly  pledges   its   faith  to  make  provision  at  the 
earliest  practicable  period  for  the  redemption  of  the  United  States 
notes  in  coin."     The  effect  of  this  act  was  to  strengthen  faith  in 
the  honesty  of  the  intentions  of  the  government,  and  during  the 
year  there  was  an   increase  of  three  cents  in  the  gold  value  of 
the  paper  dollar.     The  refunding  of  the  bonds,  however,  under 
the  act  of  July  14,  1870,  finally  disposed  of  the  whole  question 
concerning  the  kind  of  payment  for  the  bonds.     Under  that  act 
the  old  bonds   were  paid  in  coin  or  were  refunded  into  new 
coin-bonds. 

283.  While  the  change  in  the  character  of  the  standard  was 
thus  serious,  and  destructive  to  existing  property  relations,  it 
was,  after  all,  not  the  most  important  danger  of  the  situation. 
Had  the  issue  of  the  greenbacks  resulted  only  in  a  temporary 
change  of  the  standard  to  be  overcome  by  common  consent  so 
soon  as  possible,  the  bad  results,  although  serious,  would  not 
have  been  permanent.     Inasmuch,  however,  as  those  who  would 
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lose  by  a  return  to  a  lower  price  level,  opposed  any  change 
looking  to  the  retirement  of  the  greenbacks  from  circulation, 
there  developed  a  wholly  changed  point  of  view  on  the  part  of 
the  community  in  general.  It  will  be  worth  while  to  enquire 
briefly  just  what  this  change  was. 

It  has  already  been  seen  that  at  the  end  of  the  Civil  War 
Congress  and  the  nation  at  large  had  been  in  accord  with  the 
government  in  desiring  a  return  to  specie  payments  and  a 
diminution  of  the  volume  of  the  greenbacks,  as  was  seen  in 
the  resolution  of  December  18,  1865,  by  which  the  House  of 
Representatives  concurred  with  the  Secretary  of  the  Treasury 
on  the  question  of  resumption  and  withdrawal  of  the  paper 
money.  The  result  of  the  pressure  brought  to  bear  upon  Con- 
gress by  those  who  feared  steps  of  this  sort,  which  had  its 
effect  in  the  act  of  July  12,  1866,  has  also  been  discussed. 
There  had  thus  been  already  wrought  a  distinct  change  for 
the  worse  in  the  attitude  of  Congress.  The  fears  of  contrac- 
tion already  spoken  of  were  exaggerated  by  the  continued 
rise  in  value  of  the  United  States  notes.  It  was  true  that  all 
this  time  the  decrease  in  the  volume  of  the  currency  was  being 
offset  by  the  issue  of  national  bank  notes,  but  at  this  time 
the  greenbacks  were  inelastic  in  volume  and  therefore  likely 
to  be  subject  to  speculative  operations,  while  they  could 
not  expand  and  contract  automatically  in  response  to  currency 
needs.  Countries  which  are  upon  a  metallic  basis,  that  is  to 
say,  upon  the  same  basis  as  other  countries  of  the  world,  can, 
when  they  need  currency,  draw  upon  the  rest  of  the  world  for 
it,  if  they  have  property  which  they  can  give  in  exchange. 
But  this  was  not  the  case  with  the  United  States.  No  mat- 
ter how  much  actual  property  it  might  have  had,  or  how  much 
gold  it  might  have  obtained,  its  currency  needs  could  not  be 
met  by  this  means.  The  greenback  dollar  being  much  below 
par  and  being  a  legal  tender,  it  would  have  involved  great  loss 
to  have  used  gold  in  payment.  Thus,  when  currency  was  wanted, 
there  could  no  more  of  it  be  had  than  was  actually  in  circula- 
tion within  the  country  at  the  time,  and,  in  case  of  a  stringency, 
there  w^s  but  one  means  of  supply — a  resort  to  the  govern- 
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ment.  This  tended  to  stimulate  the  habit  of  looking  to  the 
government  for  assistance  in  time  of  commercial  pressure. 

284.  The  evils  of  such  a  situation  became  very  manifest  not 
long  after  the  Civil  War.  The  operations  of  speculators  in  their 
efforts  to  produce  artificial  stringency  in  order  to  heighten  or 
depress  the  price  of  the  greenback,  or  of  stocks,  were  very 
dangerous,  for  they  involved  embarrassment  to  the  banks  and 
consequent  danger  to  the  commercial  community.  It  being 
necessary  for  banks  to  have  unusually  large  supplies  of  currency 
in  the  autumn  in  order  to  supply  the  wants  of  country  corre- 
spondents for  moving  the  crops,  speculators  were  able  to  count 
upon  this  periodic  demand,  and,  by  locking  up  currency  and 
raising  the  rate  of  interest,  they  could  often  involve  the  customers 
of  banks  in  serious  difficulties.  This  intensified  the  hardships 
of  the  community,  and,  as  has  been  seen,  led  to  the  act  of  Feb- 
ruary 4,  1 8681  suspending  the  authority  to  retire  the  notes,  which 
was  the  direct  outcome  of  the  stringency  that  had  been  pro- 
duced in  the  autumn  of  1867.  It  was  just  about  this  time,  too, 
that  the  first  demands  for  increase  in  the  currency,  in  order  to 
relieve  stringency,  had  been  gratified.  The  difficulties  under 
which  the  business  public  was  laboring,  owing  to  the  use  of  a 
medium  of  exchange  limited  in  volume  and  inelastic,  were  shown, 
also,  in  the  act  of  February  19,  1869,  which  forbade  the  loaning 
of  money  on  United  States  notes  as  security.  This  was  a  prac- 
tice which  had  arisen  from  the  speculative  operations  already 
spoken  of,  and  which  had  resulted  in  the  locking  up  of  large 
volumes  of  currency  at  the  times  when  they  were  most  needed. 

But  there  were  many  other  consequences,  such  as  the  New 
York  gold  conspiracy,  intended  to  affect  the  current  quotations 
of  the  price  of  the  greenback,  which  no  one  even  thought  of 
attacking  by  law,  but  which  had  the  same  tendency  to  deprive 
the  public  of  the  full  use  of  its  circulating  medium.  The 
demand  for  more  currency,  however,  was  partially  satisfied 
just  at  this  time  by  the  act  of  July  12,1870,  which  provided 
for  the  additional  issue  of  {54,000,000  of  national  bank  notes. 
This  at  first  gave  a  fancied  ease  to  the  market,  and,  being  fol- 
lowed by  a  brief  period  of  unusual  prosperity,  partially  quieted 
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those  who  had  been  opposed  to  any  further  steps  against  the 
greenbacks.  But  this  was  only  temporary.  For  some  time  the 
regular  autumnal  stringencies  had  been  growing  progressively 
more  severe.  In  1871  and  1872,  the  autumn  demands  found  the 
banks  of  New  York  in  an  unusually  weak  condition.  The  habit  of 
hoarding  the  greenbacks  in  times  when  tightness  of  the  money 
market  threatened,  had  become  more  extended  as  people  learned 
that  this  was  necessary  to  their  protection  because  the  currency 
was  absolutely  inelastic.  There  had,  moreover,  been  much 
overtrading.  A  great  development  of  railways  and  extensive 
investments  of  capital  in  forms  not  immediately  productive  was 
also  preparing  the  way  for  financial  difficulty.  All  of  these  ten- 
dencies culminated  in  the  crisis  of  1873.  This  need  not  be 
extensively  studied  at  this  point.  A  brief  outline  of  the  facts 
will  suffice. 

285.  As  already  mentioned,  the  autumnal  stringencies  of 
1 87 1  and  1872  had  been  more  than  usually  intense,  and  had  found 
the  banks  less  well  provided  than  usual.  They  had  already 
begun  to  see  that  they  must  contract  their  operations,  and  the 
autumn  of  1873  found  them  in  better  condition  than  for  some 
time  previous  to  meet  unusual  demands.  But  these  precautions 
were  largely  ineffectual.  Suddenly,  in  September  1873,  heavy 
failures  gave  the  signal  for  the  now  well-known  crisis,  which 
exceeded  in  severity  anything  previously  known  in  this  country. 
It  was  just  at  this  point  that  the  evil  effects  of  the  precedent  estab- 
lished by  the  government  in  relieving  temporary  stringency 
began  to  show  itself.  There  were  on  hand  in  the  vaults  of  the 
Treasury  $44,000,000  in  greenbacks.  As  will  be  remembered, 
the  retirement  of  these  had  been  authorized  by  law,  and  they 
were,  therefore,  no  longer  in  circulation.  When  the  intense 
stringency  in  the  autumn  of  1873  made  itself  felt,  there  was 
not  only  an  established  precedent  for  government  interference 
in  time  of  panic,  but  the  means  of  interference  were  at  hand. 
In  response  to  heavy  pressure  brought  to  bear  upon  him,  the 
Secretary,  therefore,  hesitated  but  little  in  issuing  $26,000,000 
of  the  $44,000,000  reserve  of  greenbacks,  in  exchange  for 
bonds. 
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286.  This  method  of  affording  relief  had  its  effect  upon  the 
public  mind.  It  stimulated  the  already  existing  tendency  to 
look  to  government  for  aid  in  moments  of  difficulty,  and  to  rush 
forward  without  thinking  of  the  future,  trusting  that  when  diffi- 
culty should  actually  arise  the  government  could  be  induced  to 
furnish  assistance.  No  better  proof  of  the  corrupting  influence 
of  this  method,  however,  can  be  had  than  the  attitude  taken 
by  Congress  upon  its  reassembling  in  December,  1873.  It  was 
argued  everywhere  that  if  banks  could  be  relieved  as  they 
had  been  by  the  assistance  of  the  government  in  the  preceding 
autumn,  individuals  might  also  be  assisted  in  moments  of  embar- 
rassment, and  money  should  always  be  made  plentiful  by  the 
•  government.  The  logical  outcome  of  this  attitude  of  public 
opinion  was  seen  in  the  so-called  inflation  bill  already  briefly 
referred  to  in  section  118.  It  was  while  the  country  was  just 
beginning  to  recover  from  the  effects  of  the  crisis  of  1873  that 
Congress  assembled  in  December  of  that  year.  Inflation  schemes 
of  all  sorts  were  numerous.  On  March  23,  1874,  the  House 
voted  upon  the  proposition  to  fix  the  legal-tender  notes  at 
$356,000,000.  The  proposition  suffered  a  severe  defeat.  The 
same  fate  met  a  second  proposition,  flxing  the  amount  at 
$382,000,000,  or  the  volume  already  outstanding.  A  proposi- 
tion to  fix  the  amount  at  $400,000,000  was  carried.  This  action 
was  the  result  of  the  strong  tendency  against  contraction  pre- 
vailing all  over  the  country,  and  which  was  reflected  in  Congress. 
The  result  of  the  panic  of  1873,  the  depression  of  business,  the 
fall  in  values,  were  all  attributed  to  the  decrease  in  the  volume 
of  legal-tender  currency,  and  naturally  led  to  a  movement  to 
obtain  the  issue  of  more  notes.  The  bill  was  brought  up  in  the 
Senate  by  Mr.  Wright,  of  Iowa,  and  was  referred  to  the  Finance 
Committee,  where  a  compromise  amendment  fixing  the  amount  of 
legal-tender  notes  at  $382,000,000  was  reported.  An  immense 
number  of  bills,  and  suggestions  for  bills,  were  sent  in  from  all 
parts  of  the  country.  Propositions  for  nearly  every  form  of  infla- 
tion were  submitted  to  Congress.  Some  favored  a  direct  increase 
in  the  amount  of  the  notes.  Others  desired  to  enlarge  the  note- 
issqes  of  the  ns^tiona^l  banks,  others  to  issue  an  interest-bearing 
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currency  which  should  be  interchangeable  with  government 
bonds.  The  result  of  the  whole  discussion  was  the  passage  of  a 
bill  increasing  the  amount  of  legal -tender  notes  to  $400,000,000, 
and  authorizing  an  additional  issue  of  $46,000,000  of  bank 
notes  to  be  distributed  to  banks  in  the  South  and  West.  The 
bill  was  sent  to  President  Grant  and  was  vetoed  as  an  inflation 
measure.  The  friends  of  resumption  had  opposed  the  bill  on  the 
ground  of  inflation,  but  the  inflationists  had  been  strong  in  both 
House  and  Senate.  Directly  after  the  President  had  vetoed  the 
first  bill,  the  House  passed  a  bill  providing  for  free  banking  and 
sent  it  to  the  Senate  Here  it  was  amended  in  such  a  way  as  to 
be  unrecognizable.  Free  banking  was  dropped.  Fifty-five 
millions  of  currency  were  to  be  withdrawn  from  eastern  banks 
and  redistributed  in  the  South  and  West,  and,  as  a  compromise, 
the  amount  of  greenbacks  in  circulation  was  limited  to  what 
were  then  outstanding — $382,000,000.  In  this  form,  a  com- 
promise bill  was  passed,  and  received  the  approval  of  the  Presi- 
dent June  20,  1874. 

287.  The  so-called  inflation  bill,  which  had  been  vetoed  by 
President  Grant,  had  been  originally  introduced  by  Senator 
Sherman  as  a  resumption  measure.  It  had  provided  for  the 
resumption  of  specie  payments  in  gold  on  January  i,  1876,  but 
had  been  amended  into  a  very  different  piece  of  legislation. 
President  Grant's  veto  and  the  subsequent  action  of  Congress  in 
fixing  the  amount  of  the  legal  tender  notes  at  $382,000,000 
had  had  a  wholesome  effect  upon  the  attitude  of  the  Republican 
party.  They  were  pledged  to  some  action  in  favor  of  resump- 
tion, and  it  was  felt  that  something  definite  must  now  be  done. 
There  was  no  hope  of  further  inflation  of  the  currency  in  the 
face  of  President  Grant's  opposition.  Thus  the  attitude  of 
those  who  desired  to  provide  for  resumption  was  strengthened. 
During  the  panic  of  1873,  the  United  States  notes  being  the 
sole  legal-tender  currency,  inasmuch  as  gold  had  been  driven 
out  and  could  not  circulate  in  consequence  of  the  depreciation 
of  the  notes,  had  been  hoarded.  Many  now  saw  that  in  order 
to  prevent  a  similar  stringency,  it  was  necessary  to  return  to 
some  basis  where   gold,  which   was   obtainable   from   outside 


4^6  REPORT  OF  THE  MONETARY  COMMISSION 

sources,  could  be  introduced  as  a  legal-tender  currency  for  use 
in  everyday  transactions. 

It  seemed  necessary  to  settle  upon  some  measure  which 
would  unite  all  of  the  supporters  of  resumption.  A  congres- 
sional caucus  of  republicans  was  therefore  held,  and  a  bill  was 
finally  drafted  shortly  after  the  assembling  of  Congress  in 
December,  1874.     This  bill  became  the  *' Resumption  Act." 

288.  The  act  of  January  14,  1875,  ^^^  ^y  ^^^  ^^  most  impor- 
tant event  in  the  history  of  the  United  States  notes  since  their 
issue.  It  was  entitled  '*  An  Act  to  Provide  for  the  Resumption 
of  Specie  Payments,"  and  beside  making  provision  for  restor- 
ing subsidiary  coin  to  the  circulation  of  the  country,  it  ordered 
that  "on  and  after  the  first  day  of  Januar}*,  1879,  the  Sec- 
retary of  the  Treasury  shall  redeem  in  coin  the  United  States 
legal-tender  notes  then  outstanding  on  their  presentation  for 
redemption,  at  the  office  of  the  Assistant  Treasurer  of  the 
United  States  in  the  city  of  New  York,  in  sums  not  less  than 
fifty  dollars."  In  order  to  obtain  the  means  for  attaining 
the  redemption  thus  provided  for,  the  Secretary  was  authorized 
to  make  use  of  any  "surplus  revenues  ....  not  otherwise 
appropriated,"  and  to  sell  "at  not  less  than  par  in  coin,  either 
of  the  description  of  bonds  of  the  United  States  described  in 
the  act  of  Congress  approved  July  14,  1870."  By  further  pro- 
vision in  the  law,  it  was  ordained  that  "it  shall  be  the  duty 
of  the  Secretary  of  the  Treasury  to  redeem  the  legal- tender 
United  States  notes  in  excess  only  of  $300,000,000  to  the 
amount  of  80  per  cent."  of  such  new  bank  notes  as  might  be 
issued  to  national  banks,  "and  to  continue  such  redemption  as 
such  circulating  notes  are  issued  until  there  shall  be  outstand- 
ing the  sum  of  $300,000,000  of  such  legal-tender  United  States 
notes  and  no  more."  This,  of  course,  meant  that  as  fast  as 
new  national  bank  notes  were  issued,  legal-tender  notes  would 
be  withdrawn  at  the  rate  of  t8o  to  every  $100  of  new  bank 
notes  issued  until  the  legal  tenders  should  be  reduced  to 
$300,000,000. 

The  operation  of  this  act  did  not  justify  the  expectations  of 
(l^ose  who   anticipated  a   considerable   expansion    of    national 
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bank  circulation.  As  has  elsewhere  been  shown/  the  provision 
for  the  retirement  of  $80  of  United  States  notes  for  every  $100 
of  national  bank  currency  issued  operated  in  a  way  quite  the 
reverse  of  what  had  been  expected.  On  account  of  the  rise  in 
the  price  of  bonds,  the  national  bank  circulation  contracted  in 
volume  by  the  retirement  of  old  national  bank  notes  more  than 
it  was  increased  by  the  issue  of  new  ones.  Nevertheless,  the 
terms  of  the  law  forced  the  retirement  of  legal  tenders  as  new 
bank  notes  were  issued.  At  the  same  time,  there  was  an  unex- 
pected decrease  in  national  bank  circulation,  which,  taken 
together  with  the  withdrawals  of  United  States  notes  as  new 
national  bank  notes  were  issued,  pursuant  to  the  terms  of  the 
act,  caused  a  net  reduction  of  $67,000,000  in  the  paper  circula- 
tion." The  act  thus  did  not  have  the  result  generally  expected. 
This  was  due  to  the  absence  of  any  provision  for  the  re-issue  of 
United  States  notes  in  case  of  a  withdrawal  of  national  bank 
notes.  Expecting  only  an  increase  of  bank  notes,  the  opposite 
movement  was  neglected.  The  total  contraction  naturally  irri- 
tated those  who  had  hoped  for  a  large  increase  in  the  currency. 
289.  As  has  been  seen  at  an  earlier  point,^  the  campaign  of 
1868,  resulting  in  the  election  of  President  Grant,  was  the  first 
great  contest  between  the  inflationists  and  their  opponents,  and, 
from  that  time  on,  the  struggle  had  been  a  continuous  one.  A 
distinct  party  of  inflation,  however,  first  prominently  appeared 
as  such  in  the  presidential  campaign  of  1876.  At  that  time,  two 
principal  lines  of  divergence  from  the  older  parties  might  be 
traced  in  the  adoption  of  platforms  by  the  Prohibition-Reform, 
and  Greenback  parties.  Both  of  these  parties  agreed  in  their 
general  attack  upon  the  banks  and  their  support  of  the  use  of 
government  paper.  The  prohibition  party  declared  in  its  plat- 
form for  **  the  suppression  by  law  of  speculation  and  gambling 
in  gold,  stocks,  products,  and  every  form  of  money  and  prop- 
erty," and  "the  separation  of  the  money  of  government  from  all 
banking  institutions.  The  national  government  only,''  said  this 
platform,  •*  should  exercise  the  high  prerogative  of  issuing  paper 

'See  Sec.  119,  pp.  207-208.  3 See  ante  pp.  419-^29. 

*See  Sec.  119. 
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money."  The  platform  of  the  greenback  party  differed  from  the 
one  just  cited  only  in  being  more  extreme.  It  demanded  "the 
immediate  and  unconditional  repeal  of  the  specie  Resumption 
Act  of  January  14,  1875,  ^^^  ^^  rescue  of  our  industries  from 
ruin  and  disaster  resulting  from  its  enforcement."  The  party 
further  declared  that  "a  United  States'  note  issued  directly  by 
the  government  and  convertible  on  demand  into  United  States 
obligations,  bearing  a  rate  of  interest  not  exceeding  one  cent  per 
day  on  each  one  hundred  dollars,  and  exchangeable  for  United 
States  notes  at  par,  will  afford  the  best  circulating  medium  ever 
devised."  They  declared  that  '*bank  paper  must  be  suppressed 
and  the  circulation  restored  to  the  United  States  to  whom  it 
belongs."  Recognizing  the  fact  that  specie  resumption  would 
have  to  be  provided  for  by  the  sale  of  gold  bonds,  the  platform 
likewise  protested  "against  any  further  issue  of  gold  bonds  for 
sale  in  foreign  markets."  In  view  of  later  events,  it  is  also 
interesting  to  know  that  this  platform  opposed  the  purchase  of 
silver  for  coinage  into  money  as  an  operation  "well  calculated 
to  enrich  owners  of  silver  mines,"  but  likely  to  oppress  an 
already  overburdened  people.  On  the  other  hand  the  republi- 
can party  declared  for  the  continuation  of  the  movement  toward 
specie  payments,  while  the  democratic  party  denounced  the 
resumption  clause  and  demanded  its  repeal,  not  avowedly  because 
of  an  opposition  to  resumption,  but  because  it  professed  to 
regard  this  clause  as  a  hindrance  to  it.  Although  the  green- 
back party  did  not  register  a  very  heavy  vote  at  the  election,  it 
received  quite  sufficient  to  show  that  it  had  become  an  appreci- 
able force  in  politics. 

290.  The  contraction  of  the  bank  currency  of  the  country  had 
been  going  on  steadily,  although  slowly.  The  Secretaries  had 
contrived  to  reduce  the  outstanding  volume  of  United  States 
notes  considerably,  as  has  been  seen.  The  opposition  to  the 
policy  of  reducing  the  volume  of  the  United  States  notes,  taking 
the  form  of  an  organized  inflation  party,  and  the  depression 
in  business  prevailing  since  1873,  evidently  led  to  a  change  of 
attitude  on  the  part  of  Congress.  At  a  special  sesssion  of 
Congress   in    October,    1877,  the   discontent   aroused   by   the 
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attempt  to  place  the  currency  on  a  stable  basis  burst  forth. 
Many  bills  for  the  repeal  of  the  Resumption  Act  were  intro» 
duced,  thirteen  making  their  appearance  in  a  single  day, 
and  one  of  the  bills  passed  the  House  on  the  23d  of  Decem- 
ber. As  a  concession  to  the  inflationists,  Congress  reversed 
its  attitude,  and,  by  the  act  of  May  31,  1878,  provided  that 
from  the  date  of  the  passage  of  the  act  it  should  be  unlaw- 
ful for  the  Secretary  of  the  Treasury  or  any  other  government 
officer  to  cancel  or  retire  further  amounts  of  the  United  States 
notes.  Notes  received  into  the  Treasury  were  ordered  to  be 
re-issued  and  **kept  in  circulation." 

291,  In  the  meantime,  however,  steps  toward  resumption  had 
been  taken.  At  the  close  of  1873,  there  were  some  $46,000,000 
of  fractional  currency  in  circulation.  The  value  of  the  green- 
back dollar  had  risen  to  about  93  cents  in  gold.  Inasmuch 
as  fractional  silver  coins  bore  a  seigniorage  of  about  7  per  cent, 
they  were  now  about  equal  in  value  to  legal-tender  notes.  Mr. 
Richardson  had,  therefore,  issued  an  order  to  the  subtreasury 
officers  in  a  letter  of  October  1873,  by  which  he  directed  them 
to  pay  out  silver  coin  to  public  creditors  in  sums  not  exceeding 
$5.  This  attempt  at  resumption  of  specie  payments  for  frac- 
tional currency  was  futile,  for  the  government  had  scarcely 
{450,000  in  silver  at  the  time.  The  order  was  quietly  revoked 
soon  after.  The  very  first  section  of  the  Resumption  Act,  how^-  * 
ever,  provided  for  the  redemption  of  fractional  currency  in 
silver,  and  these  provisions  were  supplemented  by  the  act  of 
April  17,  1876.  Under  these  acts,  the  use  of  silver  in  place  of 
the  fractional  currency  soon  began.     At  the  close  of  the  year 

1876  it  was  reported  by  Mr.  Morrill,  then  Secretary  of  the 
Treasury,  that  f  22,000,000  in  subsidiary  silver  coin  had  been 
issued,  and  $13,000,000  in  fractional  currency  redeemed.    During 

1877  a  large  amount  of  fractional  notes  were  displaced  by  silver. 
Secretary  Sherman,  too,  was  a  determined  advocate  of  the  con- 
tinance  of  the  resumption  policy.  His  immediate  predecessors 
had  taken  no  decisive  steps  toward  providing  the  means  with 
which  to  redeem  the  greenbacks  on  the  date  specified.  Secre- 
tary Sherman,  however,  proceeding  upon  the  authority  granted 
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by  the  act  of  January  14,  i875»  ^^  ^^^  either  of  the  descriptions 
of  bonds  described  in  the  act  of  July  14,  1870,  namely,  five, 
four  and  one-half,  or  four,  per  cent,  bonds,  at  not  less  than  par 
in  coin,  decided  to  float  enough  to  place  him  in  {>osition  to 
resume  specie  payments.  During  1877,  ^^  placed  at  par  ti5,- 
000,000  of  four  and  one-half  per  cent,  bonds,  and  {25,000,000 
of  four  per  cents.,  thus  obtaining  a  reserve  of  {40,000,000  of 
gold  before  October  1877;  and  in  April  of  the  following  year 
{50,000,000  of  four  and  one-half  per  cents.,  at  a  premium  of  one 
and  one-half.  In  this  way,  should  circumstances  prove  favor- 
able, a  large  part  of  the  gold  for  resumption  was  obtained.  In 
addition  to  these  steps,  arrangements  were  made  with  the  several 
assay -offices  to  exchange  legal-tender  notes  for  gold,  and  the 
government  became  a  member  of  the  Clearing-House  Associa- 
tion of  New  York.  The  Clearing-House  agreed  to  receive  all 
balances  due  it  upon  checks  and  drafts  in  legal-tender  notes, 
in  consideration  of  the  receipt  and  collection  by  government 
of  its  checks  through  the  Clearing-House.  As  a  last  step  in  the 
arrangements  for  resumption,  Secretary  Sherman  announced  to 
Congress  his  intention  of  receiving  United  States  notes  in  pay- 
ment for  customs  dues,  although  these  were  legally  payable  only 
in  coin.  The  Treasurer  and  all  other  officers  of  the  Treasury 
Department  were  ordered  to  recognize  no  distinction  between 
£oin  and  legal  tenders  after  January  i. 

As  early  as  1870,  the  price  of  the  paper  dollar  had  perma- 
nently taken  an  upward  trend.  This  may  be  seen  in  Chart  XI, 
elsewhere  g^ven,'  in  which  the  value  of  the  greenback  dollar  in 
gold  has  been  represented.  The  paper  currency  continued  to 
rise  in  value  quite  steadily,  notwithstanding  temporary  fluctua- 
tions, from  1870  to  1879.  The  quotation  of  gold  in  fact  fell, 
in  1876,  as  low  as  107  and,  by  the  end  of  1877,  to  102^,  but  this 
was  because  of  gold  accumulations.  A  year  later  (December 
17)  the  greenbacks  reached  par  in  gold  and,  on  the  following 
day,  the  New  York  Gold  Room  was  closed.  New  York  banks 
ceased  to  carry  special  gold  accounts  with  their  customers.  In 
short  there  could  no  longer  be  any  question  of  the  success  of 

'  See  p.  468. 
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the  resumptionj  measures.  Although  the  active  resumption 
policy  of  Secretary  Sherman  did  much  toward  bringing  the 
desired  result  to  pass,  it  would  probably  have  been  ineffectual 
had  not  current  events  united  to  assist  his  policy  in  a  singularly 
fortunate  way.  The  most  important  fact  in  the  situation  was 
the  unusual  size  of  the  crops  during  the  years  immediately 
preceding  1879,  and  the  strong  European  demand  for  them 
which  resulted  in  a  net  excess  of  exports  over  imports  of 
merchandise  amounting  to  $257,814,234  in  1878.  This  great 
excess  was  the  culmination  of  a  movement  extending  over 
several  years  of  similar  favorable  conditions.  With  the  bal- 
ance of  trade  thus  heavily  in  favor  of  the  United  States  large 
imports  of  specie  were  a  natural  outcome  of  the  sitQation 
and  rendered  it  possible  to  accumulate  a  reserve  without 
great  sacrifice.  **  Every  step  in  these  preparations  for  resump- 
tion "  said  Secretary  Sherman,  December  2,  1878,  **has  been 
accompanied  with  increased  business  and  confidence.  The 
accumulation  of  coin,  instead  of  increasing  its  price  as  was 
feared  by  many,  has  steadily  reduced  its  premium  in  the  market. 
The  depressing  and  ruinous  losses  that  followed  the  panic  of 
1873  had  not  diminished  in  1875  when  the  Resumption  Act 
passed,  but  every  measure  taken  in  the  execution  or  enforcement 
of  this  act  has  tended  to  lighten  these  losses  and  to  reduce  the 
premium"  on  coin  so  that  it  is  now  merely  nominal.  The 
present  condition  of  our  trade,  industry,  and  commerce  ....  our 
ample  reserves,  and  the  general  confidence  inspired  in  our 
financial  condition  seem  to  justify  the  opinion  that  we  are  pre- 
pared to  commence  and  maintain  resumption  from  and  after 
the  first  day  of  January  A.  D.  1879."* 

292.  On  the  1st  of  January,  1879,  there  were  on  hand  in  the 
Treasuary  $135,400,000  in  gold  coin  and  bullion,  $167,000,000 
in  standard  silver  dollars,  and  $15,500,000  in  fractional  silver 
coin,  including  silver  bullion.  The  net  amount  of  gold  thus 
available  for  redemption  of  the  legal  tender  notes  was  about 
40  per  cent,  of  the  notes  outstanding.  Inasmuch  as  more 
than    one  half  of  the    remainder   of   the   notes    were  held  by 

^Finance  Report,  1878,  p.  x. 
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the  national  banks,  it  was  impossible,  should  these  institutions 
codperate  with  the  Treasury,  that  resumption  should  be  a  failure. 
As  a  matter  of  fact,  the  greatest  confidence  in  the  ability  of  the 
government  to  redeem  the  notes  was  felt.  Scarcely  any  notes 
were  presented,  and  in  the  whole  course  of  the  year  1879  only 
211,500,000;  while  during  the  same  period  holders  of  coin 
obligations  of  the  government  willingly  accepted  more  than 
$250,000,000  of  notes  in  payment. 

Resumption  was  thus  a  happily  accomplished  fact,  but  the 
resumption  system  contained  in  itself  the  elements  of  danger,  to 
say  nothing  of  whatever  perils  might  result  from  outside  influ- 
ences. The  danger  lay  in  the  fact  that  the  resumption  was  not 
conducted  upon  banking  principles,  although  it  was  a  banking 
operation.  As  already  seen,  the  act  of  January  14,  1875,  ^^^ 
merely  specified  the  way  in  which  means  for  resumption  might 
be  obtained.  It  had  not  formally  constituted  these  means  a 
reserve,  although  it  had  been  distinctly  recognized,  in  the  debates 
in  Congress  and  in  the  estimates  of  government  officers,  that 
such  a  reserve,  amounting  to  about  Si 00,000,000,  must  exist. 
Nevertheless  the  reserve  was  not  separated  from  the  other  funds 
of  the  Treasury  and  consecrated  to  the  redemption  of  the  green- 
backs and  to  that  alone.  It  was  left  to  fluctuate  as  the  incomes 
and  expenditures  of  the  government  fluctuated,  and  to  run  the 
danger  of  being  depleted  whenever  revenues  might  happen  to 
be  insufficient.  This  important  point  had  not  been  overlooked 
by  Secretary  Sherman.  In  his  annual  report  for  1879,  ^^  ^^^ 
requested  that  a  fund  be  formally  set  apart  for  the  redemption 
of  greenbacks,  but  Congress  had  taken  no  action.  It  was  not 
until  the  passage  of  the  act  of  July  12,  1882,  which  amended 
the  original  national  bank  act  and  provided  for  the  extension  of 
the  charters  of  the  national  banks,  that  the  gold  reserve  was 
recognized  in  connection  with  regulations  for  the  issue  of  gold 
certificates.  The  issue  of  such  certificates  was  ordered  to  be 
suspended  "  whenever  the  amount  of  gold  coin  and  bullion  in 
the  Treasury  reserved  for  the  redemption  of  United  States 
notes,  falls  below  one  hundred  millions  (S  100,000,000)  of 
dollars." 
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293.  It  has  been  seen  that  the  resumption  of  specie  payments, 
which  took  effect  January  I,  1879,  did  not  result  in  the  presen- 
tation of  large  volumes  of  United  States  notes  for  redemption  in 
gold.  Compared  with  the  amount  outstanding,  the  quantity  of 
those  presented  for  redemption  was  in  fact  insignificant.  Nor 
did  the  volume  of  redemptions  materially  increase  for  a  number 
of  years.  A  consideration  of  the  statistics  for  the  redemptions 
of  United  States  notes  in  gold  shows  that,  for  the  most  part,  the 
calls  on  the  Treasury  for  gold  in  exchange  for  United  States 
notes  were  inconsiderable  until  after  1890.  Since  that  date,  an 
entire  change  has  taken  place,  and  the  redemptions  although 
subject  to  severe  fluctuation,  have  become  large  and  seem  to 
recur  periodically.  This  change  may  be  seen  in  the  accompany- 
ing Chart  X,  upon  which  the  redemptions  of  the  notes  have 
been  plotted. 

In  order  to  understand  the  reasons  for  the  change  in  the 
course  of  the  redemptions  subsequent  to  1890,  it  is  necessary  to 
say  something  of  another  portion  of  the  monetary  history  of  the 
United  States.  The  passage  of  the  Bland-Allison  act  of  February 
28,  1878,  forced  the  Treasury  to  purchase  and  coin  not  less  than 
$2,000,000  nor  more  than  $4,000,000  worth  of  silver  bullion  per 
month,  and  to  issue  certificates  for  all  silver  deposited  with  the 
Treasury.  Thus,  just  before  resumption  wa^  finally  brought 
about,  a  new  element  was  introduced  into  the  monetary  system. 
As  already  seen,  the  faith  of  the  United  States  had  been  repeatedly 
pledged  to  redeem  the  obligations  of  the  government  in  **coin." 
Inasmuch  as  the  only  coin  in  existence,  at  the  time  these  pledges 
had  been  made,  was  gold,  it  was  tacitly  understood  that  the 
word  "coin*'  meant  gold.  But  with  the  monthly  introduction 
of  a  large  volume  of  silver  into  the  market,  there  arose  a  doubt 
in  some  minds  as  to  whether  the  word  coin  might  not  be  inter- 
preted to  mean  silver.  There  was,  of  course,  great  distrust  of 
silver.  The  certificates  were  of  large  denominations  and  were 
returned  direct  to  the  United  States  in  payment  for  customs.  Sil- 
ver rapidly  returned  to  the  Treasury,  and  thus  the  danger  of  its 
encumbering  the  circulation  was  not  prominently  brought  for- 
ward.    In  order  to  get  the  silver  into  circulation,  the  issue  of 
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certificates  of  low  denomination  was  resorted  to  and  silver  dollars 
were  distributed,  as  early  as  1880,  by  the  offer  of  drafts,  payable 
in  silver  certificates,  on  sub-treasuries  in  the  West  and  South  in 
exchange  for  deposits  of  gold  at  New  York.  Gold  was  abund- 
ant, for  crops  were  good,  and  it  had  been  largely  imported. 
Even  the  panic  of  1884  did  not  seriously  shake  faith  in  the 
ability  of  the  Treasury  to  maintain  gold  payments,  inasmuch  as 
revenues  were  large  and  balances  adequate.  True,  gold  was 
less  received  for  customs,  but  there  could  be  no  doubt  of 
redemption,  and  gold  could  easily  enough  be  had  from  other 
sources.  It  was  just  at  this  time,  however,  that  the  first  serious 
symptoms  of  difficulty  became  apparent.  The  net  gold  on 
hand  in  the  Treasury  decreased,  and  the  Treasury  began  to  find 
the  circulation  saturated  with  silver  and  hence  unable  to  absorb 
more.  It  was  necessary  to  do  two  things  if  silver  purchases 
were  to  go  on:  (i)  increase  gold  holdings,  and  (2)  find  a  new 
field  for  silver.  The  first  of  these  plans  was  put  into  operation 
by  the  cessation  of  debt  payment.  The  second  was  brought 
into  effect  by  the  issue  of  certificates  of  low  denomination  and 
the  withdrawal  of  legal  tenders  of  low  denomination.  Thus  the 
silver  policy  had  two  direct  results,  it  weakened  faith  in  the 
ability  and  will  of  the  government  to  pay  in  gold  by  arresting 
its  progress  in  the  payment  of  debt,  and  it  at  the  same  time 
turned  the  legal  tenders  into  notes  of  large  denomination,  thus 
taking  them  out  of  the  hands  of  the  people  and  placing  them  in 
the  hands  of  banks  and  other  institutions  whence  they  could 
easily  be  gathered  for  the  purpose  of  draining  the  Treasury  of 
gold. 

Although  danger  was,  for  the  time,  postponed  by  the  pros- 
perous business  conditions  and  by  the  large  gold  receipts  of 
the  government  after  1886,  the  causes  of  trouble  were  still  work- 
ing obscurely  and  made  themselves  felt  in  1890.  On  July  14  of 
that  year  the  passage  of  the  so-called  Sherman  act  was  secured. 
This  act  intensified  existing  difficulties  by  enlarging  the  compul- 
sory purchase  of  silver  to  4,500,000  ounces  per  month,  and  by 
ordering  the  issue  of  so-called  Treasury  notes  which  were  made 
legal  tender  and  which  the  government  was  practically  obliged 
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to  redeem  in  gold.  Worst  of  all,  faith  in  the  will  and  ability  of 
the  government  to  maintain  gold  redemption  was  thus  shaken 
through  the  consequent  decrease  in  its  gold  revenues.  While 
the  volume  of  legal-tender  notes  was  steadily  increased  by  the 
action  of  the  act  of  1890,  and  the  lower  strata  of  the  circulation 
had  been  made  to  consist  not  as  formerly  of  greenbacks,  but  of 
silver  certificates,  so  that  the  larger  greenbacks  Were  constantly 
available  for  presentation,  the  ability  of  the  government  to  get 
gold  or  revenue  of  any  sort  was  likely  at  any  moment  to  be  cut 
off,  should  a  period  of  panic,  caused  by  distrust,  shake  business 
confidence. 

This  was  precisely  what  occurred  ;  and,  as  will  presently  be 
seen,  it  resulted  in  a  struggle  to  maintain  gold  payments  and 
the  gold  standard,  such  as  the  United  States  had  never  known 
before.  Had  it  not  been  for  the  repeal  of  the  act  of  1890  in  the 
fall  of  1893,  such  maintenance  would  have  been  impossible. 
But  though  repealed,  it  and  its  predecessor  had  been  in  opera- 
tion long  enough  to  produce  a  condition  which  now  makes  the 
legal-tender  notes — both  greenbacks  and  Treasury  notes — a 
constant  and  direct  menace  to  the  maintenance  of  gold  pay- 
ments in  times  of  panic  or  deficient  revenue. 

294.  The  act  of  1890  had  scarcely  been  passed  when  gold 
exports  began  to  increase  and,  as  has  been  shown  in  Chart  X, 
these  gold  exports  coincided  very  nearly  with  redemptions  of 
the  United  States  notes  presented  to  the  Treasury. 

It  is  stated  that  the  losses  of  gold  by  the  United  States 
were  due  to  a  desire  on  the  part  of  several  leading  European 
nations  to  supply  themselves  with  large  stocks  of  gold 
resulting  in  a  ''scramble"  to  obtain  an  adequate  supply  of  the 
metal  in  the  markets  of  the  world.  It  is  said  that  for  some 
years  a  number  of  nations  had  been  seeking  to  replace  their 
irredeemable  paper  or  silver  with  gold,  and  to  that  end  had  set 
on  foot  unusual  and  unnatural  movements  of  specie  from  one 
market  to  another.  During  the  first  half  of  the  decade  1880- 
1890,  Italy  had  supplied  herself  with  gold.  Shortly  after 
1890,  Austria  entered  upon  the  work  of  consummating  her 
long-projected  resumption  of  specie  payments  and  consequently 
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entered  the  market  as  a  purchaser  of  gold.  She  was  still  in 
the  market  for  gold  at  the  middle  of  1894,  but  did  not  long 
continue  as  a  purchaser,  her  demand  being  shortly  afterward 
satisfied.  During  the  same  years,  Russia  was  a  heavy  importer 
of  gold,  it  being  desired  to  accumulate  a  stock  for-  the 
resumption  of  specie  payments  which  has  lately  been  effected. 
At  about  the  same  time  several  of  the  minor  countries  of  the 
world  attempted  to  introduce  the  gold  standard,  and  thus  added 
their  demand  to  that  of  the  larger  countries  already  mentioned. 
It  is  upon  the  basis  of  these  facts  that  the  claim  is  made  that 
the  United  States  was  forced  to  furnish  gold,  not  on  account  of 
any  action  on  the  part  of  this  country  or  its  citizens,  but  in 
response  to  an  outside  demand.  It  is  asserted  that  the  gold 
supply  was  insufficient,  and  that,  therefore,  a  gain  in  gold  by 
any  of  the  larger  nations  implied  that  an  equivalent  amount  had 
been  taken  from  a  supposedly  necessary  stock  in  other  coun- 
tries. 

295.  Plausible  as  these  statements  may  be  it  does  not  appear 
that  in  the  case  in  question  they  were  correct.  The  gold 
demands  of  Austria,  Russia,  and  Italy  affected  only  indirectly,  if 
they  affected  at  all,  the  United  States.  They  did  not  draw 
directly  from  the  United  States,  but  primarily  from  other  Euro- 
pean countries  and  these  were  supplied  partly,  perhaps,  from  the 
United  States,  but  much  more  largely  from  other  sources  of  gold 
supply  and  especially  from  the  large  annual  production  of  new 
gold.  Whatever  portion  of  the  gold  was  shipped  from  the 
United  States,  did  not  leave  because  of  an  artificial  demand. 
There  were  three  chief  causes  for  these  unusual  withdrawals  of 
gold :  (i)  Demands  arising  out  of  trade  conditions ;  (2)  demands 
due  to  withdrawals  of  foreign  investments ;  (3)  interest  payments 
on  foreign  capital. 

The  demands  for  gold  which  arose  from  the  general  con- 
dition of  trade  were  the  result  of  a  long  series  of  events.  Busi- 
ness in  the  United  States  prior  to  1 890-1 893  had  been  exceed- 
ingly active,  profits  had  been  high,  over-confidence  and  specula- 
tive enterprise  were  common.  The  result  of  all  these  had  been 
a  tendency  to  extravagant  expenditure   and   had   resulted   in 
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large  importations  of  goods.  At  the  same  time,  our  ability  to 
pay  had  been  considerably  diminished.  A  considerable  portion 
of  the  annual  indebtedness  of  the  United  States  is  liquidated  by 
the  shipment  of  agricultural  products.  The  price  of  these 
products  had  been  steadily  declining  in  the  markets  of  the  world 
and,  our  income  being  decreased,  our  ability  to  pay  had  in  this 
way  been  diminished.  The  result  could  only  be  a  transfer  of 
capital,  either  in  the  form  of  specie  or  of  obligations  to  pay 
specie. 

396.  The  second  of  the  causes  which  have  been  mentioned, 
namely,  the  withdrawal  of  investments  by  foreigners,  was  the 
real  difficulty  in  the  whole  situation.  The  fact  that  we  had  been 
spending  more  than  we  had  earned  and  importing  more  than  we 
could  pay  for  would  have  been  of  no  permanent  importance  to  a 
wealthy  country  like  the  United  States,  had  foreigners  continued 
to  be  willing  to  loan  us  capital.  The  excess  of  expenditures 
over  income  would  easily  have  corrected  itself  through  the 
operation  of  the  usual  mechanism  of  trade  and  industry.  Just 
at  the  time,  however,  when  we  most  needed  capital,  a  step  had 
been  taken  which  destroyed  the  confidence  of  foreign  investors  in 
our  intention  to  settle  with  them  honestly.  We  are  normally 
indebted  to  foreigners  to  an  extent  which  is  estimated  at  from 
$100,000,000  to  $350,000,000  annually.  But  during  the  latter 
part  of  1892  and  during  1893  and  the  earlier  portion  of  1894,  it 
is  estimated  that  about  $300,000,000  of  securities  were  returned 
to  us  by  foreigners  who  had  purchased  them.  That  is  to  say, 
those  who  had  invested  in  American  stocks  and  bonds,  or  those 
who  had  loaned  their  capital  for  carrying  on  American  enter- 
prises, suddenly  changed  their  attitude  and  became  desirous  to 
dispose  of  their  investments.  The  securities  were  placed  upon 
the  American  market  and  the  remittance  of  the  proceeds  neces- 
sarily resulted  in  gold  shipments.  But  the  worst  of  the  situa- 
tion was  not  in  a  mere  temporary  sale  of  our  securities,  but  in 
the  fact  that  the  willingness  of  foreign  investors  to  loan  had 
received  a  shock.  As  already  remarked,  our  supplies  of  capital 
were  thus  reduced  at  the  very  moment  when  business  and  expen- 
ditures had  been  so  enlarged  as  to  demand  an  increase. 
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297.  This  brings  us  to  the  third  point  noted  above.  Foreign- 
ers being  no  longer  willing  to  invest  their  capital  in  the  United 
States,  demanded  remittances  of  money  due  them  on  interest 
account  and  refused  to  reinvest  this  with  us.  It  thus  became  nec- 
essary for  us  to  ship  gold  for  all  three  of  the  reasons  mentioned. 
All  these,  however,  depended  on  one  single  fact,  the  fear  of  pay- 
ment of  debts  by  the  United  States  in  silver  instead  of  in  gold. 
It  thus  appears  that  the  argument  which  states  that  gold  exports 
arose  from  unusual  demands  of  some  principal  countries  for  gold 
to  be  used  in  their  monetary  systems  is  unfounded.  The  fact  in 
the  case  is  that  in  nearly  all  the  large  banks  and  money  centers  of 
Europe  gold  had  for  some  time  past  been  rapidly  accumulating. 
The  demands  of  foreign  countries  desirous  of  resuming  specie 
payments  had  fallen  upon  this  increasing  European  stock,  but 
even  this  had  been  scarcely  weakened  in  any  appreciable  degree. 

298.  There  was  another  side  to  the  withdrawals  of  gold  from 
the  Treasury  of  the  United  States.  The  foreign  demand  has 
already  been  considered  and  it  has  been  shown  that  this  was 
largely  due  to  distrust  of  our  monetary  policy.  The  same  thing 
occurred  at  home.  Those  who  had  maturing  debts  which  must 
be  liquidated  in  gold,  and  those  who  had  government  promises 
to  pay  coin  in  their  hands,  fearing  that  the  word  coin  might  be 
interpreted  to  mean  silver,  brought  government  notes  to  the 
Treasury  and  obtained  gold  for  the  purpose  of  hoarding  it  to 
meet  future  obligations. 

From  all  sides  then,  both  domestic  and  foreign  the  Treas- 
ury was  being  drained  of  its  gold,  just  as  would  have  been 
the  case  with  a  bank  whose  solvency,  or  ability  to  liquidate 
immediately,  was  doubted.  At  the  same  time  its  supplies  of 
gold  were  cut  off.  Normally  this,  or  any  other,  government 
has  but  one  way  of  obtaining  money,  that  is,  by  taking  it 
from  the  people  through  taxation.  And  of  all  our  taxes  the 
sort  from  which  we  obtain  the  largest  quantities  of  gold  is  the 
customs.  But,  as  we  have  seen,  a  decrease  in  importations  was 
taking  place  both  because  of  our  too  great  expenditures  in  the 
past  and  of  the  curtailment  of  our  supplies  of  purchasing  power. 
The   aggregate  revenue  of  the  Treasury,  depending  as   it  did 
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on  our  tariff  duties,  was  thus  suddenly  reduced.  This  was  not 
the  worst.  A  marked  change  in  the  kind  of  money  received  in 
payment  of  import  duties  was  noticeable.  From  the  very 
moment  of  the  passage  of  the  Sherman  Act,  gold  receipts  at 
New  York  in  payment  of  tariff  dues,  began  to  decrease,  and 
silver  and  government  obligations  to  pay  gold — principally  the 
former — took  its  place.  The  gold  reserve  of  the  Treasury  was 
thus  weakened  in  several  different  ways  at  the  same  moment. 
Its  obligations  were  presented  for  payment;  its  aggregate  of 
receipts  was  decreased ;  and  the  percentage  of  gold  in  these 
receipts  largely  fell  off,  while  the  percentage  of  the  govern- 
ment's own  obligations  and  of  silver  largely  increased. 

299«  In  the  face  of  this  situation  the  Treasury,  if  it  wished 
to  maintain  redemption  of  the  legal  tenders  in  gold  was  obliged 
to  resort  to  some  extraordinary  steps,  its  normal  sources  of 
revenue  being  unfruitful.  The  passage  of  the  Sherman  Act  set 
in  motion  a  steady  decline  in  the  gold  reserve.  The  net  gold  of 
the  Treasury  had  stood  at  ^190,232,409  in  June  1890,  but,  owing 
to  the  operation  of  the  various  forces  already  studied,  it  had 
slowly  fallen  to  S121, 266,633,  at  ^^^  opening  of  1893.  From 
this  point,  the  decrease  was  rapid  and  alarming.  The  coming  on 
of  the  intense  stringency,  during  the  summer  of  1893,  resulted  in 
considerable  withdrawals  and,  by  January  of  the  following  year, 
the  Treasury's  gold  stock  had  been  reduced  to  $65,650,175. 
The  gold  reserve  was  thus  far  below  the  traditional  S  100,000,000 
limit  and  danger  was  apprehended  in  almost  all  quarters.  Like 
individuals,  the  government  if  it  does  not  obtain  sufficient 
money  from  its  income  for  expenses  must  borrow  it,  for  resort 
to  fresh  taxation  and  increased  revenue  therefrom  were,  of 
course,  out  of  th«  question  as  an  immediately  effective  expedi- 
ent. As  a  consequence  of  this  state  of  things,  the  government 
was  obliged  to  resort  to  the  sale  of  bonds — a  course  it  had 
not  pursued  for  many  years.  It  was  obliged  to  give  notice, 
January  17,  1894,  of  its  intention  to  make  use  of  the  fK>wer 
granted  by  the  Resumption  Act  of  January  14,  1875,  ^md  in 
accordance  with  the  provisions  of  this  act  $50,000,000  of  5  per 
cent,   lo-year  bonds  dated  February    i,   1894,  were  sold  at  a 
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premium  and  S58, 700,000  were  thereby  netted  to  the  govern- 
ment. The  drain  of  gold  continued,  and  then  a  temporary  respite 
was  obtained  during  the  crop  movement  which  enabled  the 
government  to  exchange  some  notes  for  gold.  The  situation 
became  rapidly  worse  in  November  1894.  Little  more  than 
S6 1, 000,000  constituted  the  gold  reserve  of  the  Treasury, 
according  to  the  official  returns  for  October,  and  during  several 
preceding  months  it  had  fallen  considerably  below  even  this 
figure.  This  necessitated  the  sale,  in  accordance  with  a  public 
notice  of  November  13,  1894,  of  another  jl 50,000,000  of  5  per 
cent,  bonds,  dated  February  i,  1894,  which  netted  about  JI58,- 
500,000.  It  might  have  been  expected  that  the  sale  of  jl  100,000,* 
000  of  bonds  would  have  been  sufficient  to  supply  the  Treasury 
with  gold  to  meet  its  demand  obligations.  And,  had  if  not  con- 
tinued to  reissue  those  obligations,  this  might  have  been  the 
case.  But  the  necessity  of  re-issuing  the  greenbacks  under  the 
act  of  1878  left  the  public  always  with  as  many  of  them  in  its 
hands  as  ever,  and,  inasmuch  as  the  increasing  violence  of  the 
silver  agitation  stimulated  the  fear  that  the  silver  basis  would 
be  the  inevitable  outcome,  and  that  silver,  not  gold,  would  be  the 
metal  of  redemption,  holders  of  United  States  notes  became  more 
than  ever  eager  to  force  these  notes  into  the  hands  of  the 
Treasury  for  redemption  in  gold  before  this  gold  should  finally 
be  exhausted  or  silver  should  be  substituted  for  it.  Every 
effort,  therefore,  of  the  government  to  maintain  redemption 
rendered  its  situation  more  desperate,  so  long  as  its  credit  con- 
tinued to  be  impaired  by  the  silver  agitation.  The  returns  for 
February  8,  1895,  showed  but  $41,340,181  of  gold  on  hand. 
Exports  continued  unfavorable.  Exchange  ruled  persistently 
against  the  United  States.  Commercial  distress  was  prevalent, 
and  every  effort  of  the  government  to  extricate  itself  from  the 
difficulties  made  matters  worse.  It  was  unlikely  that  another 
bond  sale  would  meet  with  success.  At  all  events  it  would  have 
to  be  placed  at  an  exceedingly  unfavorable  figure. 

300.  Under  these  circumstances,  it  was  necessary  to  resort  to 
unusual  measures,  since  the  Treasury  found  itself  face  to  face  with 
the  danger  that  the  United  States  notes  would  become  irredeem- 
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able  in  anything  other  than  silver  coin.  On  February  8,  1895,  ^^ 
President  entered  into  a  contract  whereby  the  Treasury  was  to  be 
furnished  with  3,500,000  ounces  of  gold.  Payment  was  to  be  made 
with  $62,3lSf400  of  government  bonds,  thus  making  the  price 
S104.49.  The  mere  agreement  to  furnish  gold,  however,  was  not 
the  most  important  part  of  the  contract.  The  purchasers  of  the 
bonds  undertook  to  regulate  the  foreign  exchanges  of  this  country 
in  such  a  way  that  no  exports  of  gold,  and  consequently  no  serious 
drain  of  gold  from  the  Treasury,  should  occur  during  the  time 
that  their  operations  were  in  progress.  This  course  was  abso- 
lutely necessary,  since,  unless  exports  could  be  checked,  it  was 
hardly  likely  that  any  reasonable  amount  of  gold  furnished 
to  the  Treasury  would  suffice  to  keep  it  out  of  difficulties  as 
long  as  it  was  constantly  compelled  to  re-issue  the  greenbacks. 
This  hazardous  undertaking  the  purchasers  of  the  bonds  suc- 
ceeded in  carrying  out.  In  the  face  of  a  high  rate  of  exchange, 
heavy  gold  exports  were  prevented,  since,  whenever  these 
became  probable,  the  market  was  quieted  by  supplying  bills  of 
exchange  to  meet  all  ordinary  demands.  This  process,  how- 
ever, came  to  an  end  during  the  latter  part  of  June  1895,  ^^ 
which  time  the  reserve  stood  at  jl  107, 500,000.  It  seemed  then 
that  the  danger  might  be  nearly  over.  It  was  likely  that  the 
movement  of  crops  would  then  assist  in  furnishing  considerable 
gold,  and  this,  in  fact,  took  place ;  nevertheless  the  continued 
uneasiness  and  unrest  in  commercial  circles  which  was  aggra- 
vated by  the  knowledge  that  the  trouble  was  due  not  to  any 
commercial  difficulty,  but  purely  to  uneasiness  as  to  the  adop- 
tion of  silver  as  a  standard,  led  to  some  slight  exports  of  gold  in 
July  and  August,  while  some  further  exports  took  place  from 
purely  natural  causes.  These  losses  were  partially  met  by  further 
deposits  of  gold  with  the  Treasury  which,  together  with  gold 
revenues  from  ordinary  sources,  left  the  reserve  at  $93,000,000 
toward  the  end  of  September. 

301.  The  danger  to  the  gold  reserve  was,  however,  not  yet 
past.  During  the  last  five  months  of  1895  ^'^  total  with- 
drawals of  gold  from  the  Treasury  were  more  than  JI67,6oo,ooo, 
and  by  January  6,  1896,  the  reserve  had  fallen  to  j;6i,25i,7io, 
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and  by  February  i,  to  $49,800,000.  This  was  considered 
a  dangerous  situation  under  the  existing  conditions,  and  it 
was  decided  to  issue  a  popular  loan.  A  circular  asking  for 
subscriptions  for  $100,000,000  of  4  per  cent,  bonds  of  the  same 
character  as  those  sold  during  the  preceding  year  was,  therefore, 
sent  out,  and  the  bonds  were  disposed  of  without  difficulty  at 
an  average  price  of  $111,166.  These  new  accessions  of  gold 
sufficed  to  place  the  reserve  in  a  strong  position.  With  the 
reestablishment  of  business  confidence  and  of  faith  in  the  inten- 
tion of  the  government  to  maintain  gold  redemption,  foreign 
trade  became  more  favorable,  gold  exports  decreased  and  finally 
ceased.  During  the  two  years  just  past  the  reserve,  though,  of 
course,  fluctuating  somewhat,  has  remained  well  able  to  meet  all 
demands  upon  it. 

The  whole  of  this  history  of  the  gold  reserve  in  recent  years 
is  merely  an  illustration  of  the  way  in  which  the  present  system 
of  government  notes  throws  upon  the  Treasury  the  necessity  of 
furnishing  gold  for  export.  In  Chart  X,  already  given,  the  gold 
exports  have  been  represented,  and  it  appears  that  they  cor- 
respond quite  closely  with  the  redemptions  of  the  United  States 
notes  and  Treasury  notes. 

302.  At  the  present  time,  our  national  bank  notes  are  redeema- 
ble only  in  greenbacks.  Our  silver  dollars,  and  as  a  consequence, 
our  silver  certificates,  must  be  kept  at  par  with  gold.  They  must, 
therefore,  be  received  by  the  government  in  payments  to  it.  The 
convertibility  of  the  whole  thus  depends  upon  the  power  of  the 
government  to  maintain  the  convertibility  of  the  legal  tender 
notes.  It  appears  from  this  showing,  then,  that  the  only 
method  of  obtaining  gold  open  to  the  public  at  the  present  time 
is,  either  to  buy  it  in  open  market  or  to  demand  the  redemp- 
tion of  certain  forms  of  government  money  at  the  Treasury  in 
gold.  It  has  been  seen  that  the  silver  dollars  and  silver  cer- 
tificates are  indirectly  redeemable  in  gold  by  the  Treasury.  And 
since  in  times  of  stringency  gold  is  in  special  demand,  it  will 
always  be  most  easily  obtained  from  the  Treasury  by  the  presen- 
tation of  some  form  of  currency  for  redemption.  All  forms  of 
demand  for  gold,  then,  must  fall  directly  upon  the  Treasury 
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reserve.  It  cannot,  like  a  bank»  regulate  its  issues  in  accord- 
ance with  its  condition,  for  it  is  obliged  by  law  to  keep  these 
issues  to  the  amount  of  ^1346,000,000  constantly  outstanding. 
And  it  cannot,  as  we  have  already  seen,  realize  the  property 
necessary  to  secure  instant  convertibility.  It  is  thus  subject  to 
the  increased  demands  sure  to  fall  upon  any  institution  whose 
immediate  solvency  is  doubted,  the  more  so,  as  it  is  the  only 
institution  which  is  compelled  to  furnish  gold. 

303.  It  goes  without  saying  that  demands  for  gold  may  arise 
from  several  different  causes,  but  many  of  these  result  in  the 
same  thing — an  export  of  gold.  Either  importers  find  it  neces- 
sary to  ship  the  gold  in  payment  for  purchases,  or  foreign 
holders  of  American  securities  have  for  some  reason  decided  to 
sell  these  and  withdraw  gold,  or  some  other  force  is  operating 
to  produce  the  same  effect.  Whenever  exports  of  gold  are  low, 
that  is  to  say,  whenever  the  greatest  cause  of  demand  for  gold  is 
inactive,  redemptions  of  United  States  notes  are  insignificant  in 
amount,  and  vice  versa.  During  the  months  when  the  Treasury 
was  in  greatest  danger  of  finding  itself  unable  to  maintain 
redemption,  exports  of  gold  were  heaviest,  and  were  in  every 
case  immediately  preceded  by  heavy  redemptions  of  the  notes. 
The  outcome  of  this  has  already  been  discussed  and  is  well 
known.  A  heavy  bond  sale  for  the  purpose  of  replenishing  the 
Treasury  gold  reserve  was  absolutely  necessary ;  but  the  bearing 
of  this  necessity,  which  must  always  recur  in  times  of  stringency, 
remains  to  be  noted.  It  is  this  :  the  government  is  obliged  to 
borrow  at  the  time  when  its  credit  is  the  lowest,  and  it  can  only 
realize  the  poorest  prices  for  its  securities.  This  was  notably 
the  case  in  both  the  last  bond  sales,  for  in  both  the  average 
price  realized  was  considerably  below  what  it  would  have  been, 
had  the  sale  taken  place  under  favorable  conditions.  This 
amounts  merely  to  saying  that  the  government's  lack  of  imme- 
diate property  forces  it,  in  times  of  distress,  to  borrow  at  high 
rates  of  interest  when  it  need  normally  borrow  only  at  low  ones. 
And  this  necessity  and  the  loss  ensuing  from  it  are  due  solely 
to  the  obligation  of  redeeming  the  legal  tenders. 
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CIVIL  WAR.^ 

304.  The  depreciation  of  the  monetary  unit  of  the  country 
which  served  as  the  standard  of  value  is  the  significant  fact  in 
the  history  of  the  greenback  currency.  From  the  depreciation 
followed  many  consequences  of  momentous  importance  to  the 
community.  At  present,  however,  we  are  concerned  with  but 
one  of  these  results,  the  effect  of  the  depreciation  upon  the  cost  of 
the  war  to  the  taxpayers  of  the  country.  If  the  depreciation 
made  any  difference  in  that  cost,  this  difference  must  appear  in 
the  amount  of  the  public  debt  which  the  nation  owed  at  the 
close  of  the  struggle.  For,  if  the  use  of  a  depreciated  paper 
currency  made  the  expenses  of  waging  war  less,  it  decreased  the 
amount  of  money  which  the  government  had  to  borrow,  and 
therefore  left  the  country  with  a  debt  smaller  than  would  other- 
wise have  been  the  case.  On  the  other  hand,  if  the  currency 
increased  the  cost  of  the  war,  it  added  to  the  sums  which  had 
to  be  borrowed,  and  therefore  created  a  larger  debt.  Thus  the 
financial  advantage,  or  disadvantage,  of  the  use  of  the  green- 
backs is  to  be  seen  in  the  amount  of  the  debt  incurred.  The 
problem  may  be  stated  more  exactly  in  this  form  :  By  how  much 
was  the  sum  which  the  nation  owed  at  the  close  of  the  war 
greater  or  less  than  the  sum  which  it  probably  would  have  owed 
had  no  legal-tender  paper  currency  been  issued,  that  is,  had  the 
specie  standard  6i  value  been  maintained  ? 

305*  An  analysis  will  provide  a  method  by  which  this  problem 
may  be  attacked:  Had  the  war  been  conducted  on  a  specie  basis, 
the  debt  contracted  would  have  been  equivalent  to  the  total  excess 
of  the  current  expenditures  expressed  in  terms  of  a  specie  dollar 
over  the  ordinary  receipts  of  the  Treasury  likewise  expressed 
in  terms  of  a  specie  dollar.     Now,  the  use  of  a  paper  dollar 

'  Taken  from  material  kindly  furnished  to  the  Commission  by  Mr.  W.  C.  Mitchell. 
See  Joumai  0/  PoiiHcal  Economy  (Chicago),  March,  1897. 
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which  had  a  value  considerably  less  than  that  of  a  gold  dollar 
artificially  increased  the  nominal  amount  of  all  sums  expressed 
in  terms  of  it,  in  the  same  way  that  the  use  of  a  foot  shorter  than 
twelve  inches  would  nominally  increase  the  length  of  every  article 
measured  by  it.  Therefore  the  amount  both  of  expenditures  and 
of  income  was  increased  by  the  issue  of  paper  money  over  what 
these  sums  would  have  been  on  a  specie  basis.  The  public  debt 
actually  contracted  was  equal  to  the  excess  of  the  annual  expendi- 
tures, increased  as  they  were  by  the  depreciation,  over  the  annual 
receipts  similarly  increased.  Comparing  this  equation  with  the 
former  one,  it  appears  that  the  effect  of  the  depreciation  upon 
the  amount  of  the  debt  is  measured  by  the  increase  of  expendi- 
tures minus  the  increase  of  revenues.  There  will,  therefore,  be 
three  steps  necessary  to  discover  the  increase  or  decrease  of  debt 
due  to  the  issue  of  the  gteenbacks.  (i)  An  estimate  of  the 
increase  of  expenditures  caused  by  the  depreciation  must  be  made. 
(2)  The  like  increase  of  revenue  must  be  found.  (3)  The  differ- 
ence between  these  two  sums  will  give  the  desired  result.  If, 
after  this  calculation  has  been  made,  the  increase  of  revenues  be 
found  to  exceed  the  increase  of  expenses,  the  conclusion  will  be 
that  the  debt  incurred  on  account  of  the  war  was  less  by  reason 
of  the  use  of  the  paper  currency,  and  the  legal-tender  acts  must 
be  considered  a  success  from  the  financial  point  of  view.  If, 
however,  the  increase  of  expenditures  be  greater  than  the 
increase  of  receipts,  the  reverse  conclusion  must  be  drawn. 

306.  When  prices  rose  in  consequence  of  the  depreciation  of 
the  currency,  the  government,  like  any  other  purchaser,  was 
compelled  to  pay  more  paper  money  for  the  supplies  which  it 
bought.  The  following  table  gives  some  examples  of  this  increase 
in  necessary  expenditures.  It  shows  the  progressive  rise  in  the 
prices  which  the  navy  department  was  compelled  to  pay  to  obtain 
food  and  clothing  for  its  sailors. 

In  considering  the  increase  of  expenditure,  the  first  question 
to  be  settled,  is  by  what  method  we  can  most  accurately  ascer- 
tain the  addition  made  by  the  depreciation  to  the  prices  which 
the  government  had  to  pay.  Two  methods  suggest  themselves. 
It  may  be  assumed  that  the  increase  was  in  proportion  (i)  to 
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Note. —  The  above  are  the  contract  prices  which  the  government  paid  for  the  arti* 
cles  enumerated.  Taken  from  reports  of  the  Naval  Bureau  of  Provisions  and  Clothing. 
See  Repots  of  the  Secretary  of  the  Navy,  186 1,  p.  501 ;  1862,  p.  892;  X863,  p.  1049; 
i864»  P*  1 1 72  ;  1865,  part  11.,  p.  381. 


448  REPORT  OF  THE  MONETARY  COMMISSION 

the  rise  in  the  average  price  level,  as  shown  by  Falkner's  tables 
in  the  Senate  report,  or  (2)  to  the  decline  in  the  gold  value  of 
the  paper. 

To  the  first  method  there  is  a  serious  objection.  The  price 
level  is  the  resultant  of  forces  affecting  the  supply  and  demand 
both  of  commodities  and  of  paper.  Our  concern,  however,  is 
with  the  rise  of  prices  only  so  far  as  it  was  due  to  the  deprecia- 
tion of  the  paper.  There  is  no  certainty  that  the  rise  of  the 
price  level  was  due  solely  to  this  cause.  Indeed,  it  is  reasonably 
certain  that  such  was  not  the  case.  The  war  necessarily  increased 
the  demand  for  some  commodities  and  decreased  the  demand  for 
others.  At  the  same  time  it  greatly  interfered  with  the  supply  of 
many  staple  products.  Their  prices  would  doubtless  have  risen 
considerably  even  had  the  war  been  conducted  without  a  sus- 
pension of  specie  payments.  To  use  an  average  price  level  in 
which  these  and  other  articles  similarly  affected  were  included, 
would  be  to  charge  to  the  depreciation  of  the  currency  an  increase 
of  price  due  to  causes  entirely  independent  of  the  issue  of  paper 
money.  The  first  method  would,  therefore,  not  represent 
accurately  the  increase  which  the  greenbacks  brought  about  in 
the  cost  of  the  war.* 

307.  It  seems  fair,  then,  to  conclude  that  the  depreciation  of 
the  paper  money  in  relation  to  gold  gives  a  better  basis  than 
does  the  rise  of  prices  in  currency  for  estimating  what  prices  the 
government  would  have  had  to  pay  for  commodities  upon  a 
specie  basis.  At  any  rate,  the  former  basis  is  the  more  conserva- 
tive. This  fact  is  established  by  the  following  comparison 
between  the  rise  of  commodities  and  the  rise  of  gold  in  terms  of 
the  paper  currency." 

'  It  is  worth  noticing,  however,  that  the  rise  of  prices  which  the  government  paid, 
as  shown  in  Table  I,  was  more  rapid  than  the  rise  of  genera!  wholesale  prices  as 
shown  by  Dr.  Falkner*s  figures. 

*The  value  of  commodities  in  terms  of  paper  is  Dr.  Falkner's  a  erage  price  of  all 
articles  (Senate  Report^  part  i,  p.  91).  The  value  of  gold  in  paper  is  the  average  pre- 
mium for  January  of  each  year  (from  the  Treasury  table  referred  to  above,  p.  125). 
The  January  price  of  gold  is  taken  because  Falkner*s  prices  of  commodities  are  from 
quotations  for  the  month  of  January,  with  a  few  exceptions  (Report,  part  i,  p.  29).  In 
making  out  the  table  of  gold  prices  from  that  of  currency  prices  Falkner  uses  the  Jan- 
uary premium  on  gold  instead  of  the  average  for  the  whole  year  (Report,  part  i,  p.  99). 
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Yean 


i860 
1861 
1862 


Value  of 

conunodities 

in  iM^r 


1 00.0 
100.6 
1 17.8 


Value  of 
gold  in  paper 


100 
100 
102.5 


Yeazs 


1863 
1864 
1865 


Value  of 

oommodities 

in  paper 


148.6 
190.5 
216.8 


Value  off 
gold  in  paper 


I45.I 

155.5 
216.2 


According  to  this  table,  commodities  during  the  war  were 
higher  than  gold,  the  value  of  both  being  expressed  in  terms  of 
the  paper  currency.  Therefore,  if  it  be  assumed  that  the  prices 
which  the  government  paid  for  commodities  were  as  high  above 
what  would  have  been  paid  on  a  specie  basis  as  the  level  of  mar- 
ket prices  in  currency  during  the  war  was  above  what  the  price 
level  had  been  in  i860  and  in  1 861,  the  increase  of  government 
expenditures  will  appear  greater  than  if  the  rise  is  assumed  to 
have  been  in  proportion  to  the  fall  in  the  gold  value  of  the  paper. 
In  adopting  the  latter  standard,  then, we  shall  err,  if  at  all,  on  the 
safe  side. 

308*  On  this  basis  is  made  the  following  estimate  of  the 
amount  by  which  the  expenditures  of  the  government  were 
increased  by  the  depreciation  of  the  greenbacks.  • 

The  first  section  of  the  table  gives  an  itemized  account  of  the 
current  expenditures  of  the  United  States  for  the  latter  half  of  the 
fiscal  year  1862,  for  1863,  1864,  1865,  and  the  first  two  months 
of  1866.  These  limits  are  determined  by  the  facts  that  the 
depreciation  of  the  currency  began  January  1862,  and  the  public 
debt  reached  its  maximum  amount  August  31,  1865.*  The  pro- 
priety of  these  limits  for  an  estimate  of  the  whole  amount  by 
which  the  public  debt  was  increased  by  the  depreciation  is 
evident. 

Of  these  items  of  expenditure  some  were  increased  by  the 
depreciation  of  the  currency,  and  some  were  not.  In  the  latter 
class  fall  most  of  the  expenses  for  labor.  Thus  the  pay  of  the 
soldiers  was  fixed  by  statute,  and  therefore  could  not  be  changed 
except  by  a  new  statute.  Until  May  i,  1864,  the  pay  of  the 
rank  and  file  of  the  army  remained  what  it  had  been  when  it  was 

'  Report  of  tki  Secretary  of  the  Treasury^  1866,  p.  6. 
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made  in  specie.  On  that  date,  however,  the  wages  of  private 
soldiers  was  increased  from  Si 3  to  S16  per  month.  The  table 
shows  what  the  pay  of  the  army  would  have  been  upon  a  specie 
basis,  that  is,  the  actual  pay,  making  allowance  for  this  increase 
after  May  i,  1864. 

TABLE  II. 

INCREASE  IN  THE  EXPENDITURES  OF  THE  FEDERAL  GOVERNMENT 
CAUSED  BY  THE  DEPRECIATION  OF  THE  CURRENCY  1 862  TO 
1866. 


L  Current  expenditures. 

For  war , 

For  nary 

For  Indians 

For  pensions 

For  miscellaneons  objects  . 
For  interest  on  public  debL 


(6 


II.  Expenditures  not  increased  by  the 
depreciation. 

For  pay  of  the  army 

For  pay  of  *the  nary    

For  salaries  of  the  civil  list  .... 

For  expenses  of  foreign  inter- 
course  

For  Indians 

For  pensions 

For  interest  on  the  public  debt. . 

III.  Expenditures  increased  by  depre- 

ciation (I  minus  II.) 

IV.  Average  value  of  ^  1 00  of  currency 

in  gold 

V.  Gold  value  of   the    expenditures 

increased  by  depreciation 

VI.  Amount  by  which  depreciation  in 

creased  expenditures 

Add  the  increase  in  the  pay  of 

the  army 

VII.  Total  sum  by  which  expenditures 
were  increased  by  the  depre 
elation 


MUBoB 

^197.2 

21.3 
I.I 

.5 
10.7 

6.6 


1863 


^37.4 


48.4 

4-8 
2.9 

.6 
I.I 

.5 
6.6 


^4-9 
172,5 

96.9 

167.2 

5.3 


MiDiM 

^599-3 
63.2 

3-1 
I.I 

23.3 
24.7 


^714-7 


188.2 

13-9 
6.4 

1.2 

3-1 

I.I 

24-7 


^238.6 
476.1 

72.9 

347.1 
129.0 


«86« 


MilUoB 

f69a8 

85.7 

2-5 

5-0 
27.5 

53.7 


I865.2 


227.1 

25.2 

8.1 

1.3 
2.5 
5.0 

53.7 


«S65 


Millkm 

11,031.3 

122.6 

3.8 
10.5 

44.8 

77.4 


^322.9 

542.3 
64.0 

34M 
195.2 

7.1 


11,290.4 


308.7 
28.8 
10.8 

1.3 

3.8 
10.5 

77.4 


I118.5 
7.2 

.5 
2.6 

6.8 

22.2 


•441.3 
849.1 

49.5 
420.3 

428.8 
57.9 


^157.8 


107.6 
1.6 
2.0 

.2 

.5 
.2.6 
22.2 


^136.7 
21.1 

70.1 

14.8 

6.3 
2a  I 

849.7 


Other  items  of  expenditure  unaffected  by  the  depreciation 
were  the  pay  of  the  navy,  the  salaries  of  the  officials  on  the  civil 
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list,  pensions,  and  the  expenses  of  foreign  intercourse.  The  pay- 
ments to  the  Indians  consisted  partly  of  money,  partly  of  com- 
modities. The  cost  of  the  latter  was  of  course  increased  by  the 
rise  of  prices.  To  make  sure  of  being  on  the  safe  side,  how- 
ever, the  Indian  disbursements  are  here  included  among  the 
expenditures  not  increased  by  the  depreciation. 

Another  item  in  the  same  class  was  the  expenditure  for 
interest.  If  the  war  had  been  conducted  on  a  specie  basis,  taxes 
and  the  interest  on  the  public  debt  would  both  have  been  paid 
in  coin.  When  it  passed  to  the  paper  basis  the  government 
expressly  provided  that  the  paper  money  should  not  be  a  legal 
tender  for  the  interest  on  its  debt.  To  obtain  coin  for  this  single 
purpose,  customs  duties  were  required  to  be  paid  in  gold.  Under 
this  arrangement  the  issue  of  paper  money  made  no  difference 
with  the  item  of  interest  directly.  The  same  number  of  dollars  had 
to  be  raised  under  the  paper  regime,  and  in  the  same  medium, 
as  would  have  been  required  on  a  specie  basis.' 

Since  our  object  is  to  ascertain  the  increase  of  public  debt 
due  to  the.  depreciation  of  the  currency,  the  expenditures  made 
in  payment  of  the  principal  of  the  debt  itself  are  excluded  from 
the  table.  When  the  government  contracted  new  loans  to  pay 
old  debts  that  had  matured,  the  increase  and  decrease  would  off- 
set each  other,  provided  the  government  could  borrow  at  par. 
Of  the  debts  that  matured  and  were  discharged  during  the  war, 
part  were  paid  in  gold  and  part  in  paper.*  Paper  the  govern- 
ment could  most  of  the  time  borrow  at  par  or  even  a  small 
premium.  But  for  gold  a  large  premium  had  to  be  paid.  How- 
ever, the  customs  receipts  considerably  exceeded  each  year  the 

'  Indirectly,  however,  the  use  of  paper  money  did  affect  the  interest  charge  in  two 
ways:  (i)  The  issues  of  United  States  notes  constituted  a  loan  without  interest,  and 
thus  saved  the  interest  upon  a  certain  amount  of  borrowed  money;  (2)  on  the  other 
hand,  the  use  of  the  paper  money  increased  the  sums  the  government  had  to  borrow, 
and  therefore  increased  the  interest  charge. 

*  For  example,  the  loan  of  1842  was  paid  in  gold  (see  Chase's  letter  to  Congress  on 
the  subject  ExecuHvt  Document  No,  aty^  p.  2,  XXXVII  Congress,  third  session).  So  also 
were  the  demand  notes  and  the  7.30's  issued  in  186 1.  On  the  other  hand  the  temporary 
loan  and  the  compound-interest  notes  were  paid  in  paper  currency  (see  the  pro- 
visions of  the  acts  of  February  25,  1862,  §  4,  12  SfafuUs  at  Large^  p.  345;  and  March 
3t  1863,  §  2,  12  Statutes^  p.  710;  and  of  June  30,  1864,  13  Statutes^  p,  318). 
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interest  charge,  and  thus  gave  the  government  a  certain  amount 
of  gold  with  which  to  meet  other  coin  obligations.  This  made 
it  necessary  to  purchase  but  little  specie,  so  that  the  increase  of 
debt  on  this  account  may  be  safely  disregarded. 

Ali  of  these  items  of  expenditure  una£Eected  by  the  deprecia- 
tion of  the  currency  are  grouped  together  in  Section  II  of  the 
table.  By  subtracting  their  sum  from  the  total  expenditures, 
we  obtain  figures  expressing  how  much  the  expenditures  were 
increased  by  the  use  of  the  greenbacks.  This  is  griven  in  Section 
III  of  the  table.  To  find  what  these  expenditures  would  proba- 
bly have  amounted  to  on  a  specie  basis,  their  gold  value  is  obtained 
by  multiplying  the  amount  for  each  year  by  the  average  value  of 
the  greenbacks  in  gold  (section  V) .  The  difference  between 
these  sums  (section  VI)  and  the  sums  actually  paid  out,  shows 
the  extent  to  which  the  expenditures  of  the  government  were 
annually  increased  by  the  depreciation  of  the  currency  (section 
VII).  The  sum  of  these  five  amounts  grives  the  total  increase 
of  expenditures  caused  by  the  issue  of  the  greenbacks.  This 
sum  is  S849, 700,000. 

309.  The  first  section  of  Table  III  shows  the  current  receipts 
of  the  government  during  the  period  under  consideration.  As 
with  expenditures,  there  is  reason  to  consider  that  the  receipts 
from  some  sources  were  increased  by  the  depreciation  of  the  cur- 
rency, and  those  from  other  sources  were  unaffected.  To  begin 
with  the  latter,  the  revenue  derived  from  the  direct  tax  could 
have  been  neither  larger  nor  smaller  by  reason  of  the  change  to 
a  paper  basis.  This  item  of  receipts  was  collected  under  author- 
ity of  the  act  of  August  6,  1861,  which  had  imposed  a  direct 
tax  of  $20,000,000  and  apportioned  it  among  the  states  accord- 
ing to  their  respective  populations.'  This  act  was  passed  six 
months  before  the  suspension  of  specie  payments ;  the  amount 
to  be  raised  by  the  tax  was  fixed  by  law,  and  the  imposition  was 
not  repeated.* 

Receipts  from  the  sales  of  public  lands  were  likewise  unaf- 
fected by  depreciation.     The  effect  of  the  war  was  to  discourage 

'12  Statutes  at  Large,  294-296. 

*Tbe  act  of  July  i,  1862  §  119  (12  Statutes  at  Large,  489},  provided  that  only 
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the  buying  of  western  lands  from  the  government,  and  this 
caused  a  considerable  falling  off  in  the  revenue  of  the  Land 
Office.  The  decline  in  the  value  of  the  currency  which  might 
be  paid  for  the  lands  did  not  suffice  to  check  this  tendency. 

TABLE  III. 

INCREASE  IN  THE  CURRENT  RECEIPTS  OF  THE  FEDERAL  GOVERN- 
MENT, DUE  TO  THE  DEPRECIATION  OF  THE  CURRENCY,  1 862 
TO    1866. 


I.  Current  receipts : ' 

From  customs 

From  sales  of  public  lands . , 

From  direct  tax 

From  miscellaneous  sources, 
From  internal  revenue 


II.  Receipts  increased  by  depreciation : 

From  internal  revenue 

From  miscellaneous  sources,  less 
premium  on  sales  of  gold 

III.  Average  value  of  ^100  of  currency 

in  gold 

IV.  Gold  value  of  the  receipts  increased 

by  depreciation 

V.  Increase  of  receipts  through  depre- 
ciation   

Add  receipts  from  premium  on 
sales  of  coin* 


VI.  Total  increase  of  receipts  by  depre- 
ciation  


Fiscal 

Fiscal 

Fiscal 

Fiscal 

year 

1869 

(6  mos.) 

year 
1863 

year 
1864 

year 
1865 

MiUioD 

Million 

Million 

MUlion 

I33.5 

I69.I 

IIO2.3 

I84.9 

.1 

.2 

.6 

I.O 

1.8 

IS 

.5 

1.2 

.5 

3.0 

47.5 

33.0 

•  •  •  • 

37.6 

109.7 

209.5 

I35.9 

I111.4 

I260.6 

13296 

.... 

37.6 

109.7 

209.5 

.5 

3.0 

28.2 

27.7 

*o.5 

I4O.6 

I137.9 

I237.2 

96.9 

72.9 

64.0 

49.5 

.5 

29.6 

88.3 

1 17.4 

.0 

II.O 

49.6 

1 19.8 

•  •  «  • 

•   •   •   • 

19.3 

5.3 

•  •  «  • 

lii.o 

I68.9 

I125.I 

I228.7 

.... 

•  •  • . 

>   •   •   • 

Fiscal 

year 

1866 

(9  mos.) 


MiUion 

I3I-3 
.1 

.0 

12.6 

64»4 
1 1 08.4 

64.4 

ii»7 
I76.1 

70.1 

53.3 
22.8 


I23.7 


one  direct  tax  should  be  levied  until  April  i,  1865.  The  Internal  Revenue  Act, 
approved  June  30,  1864,  §  173  (13  Sialutes  at  Larger  304),  declared  that  no  direct  tax 
should  be  levied  until  Congress  passed  a  new  law  requiring  it,  which  Congress  did 
not  do. 

'  As  given  by  the  annual  statements  of  the  Register  of  the  Treasury  (see  Finance 
Reports,  1862,  p.  37;  1863,  pp.  34-35;  1864,  p.  33;  1865,  pp.  44*45;  1866,  p.  31). 
For  1862  the  receipts  of  the  last  two  quarters  of  the  year  are  given;  for  1866  two- 
thirds  of  the  receipts  for  the  first  quarter. 

*For  1864  see  Executive  Document  No,  73,  p.  24,  XXXVIII  Congress,  second 
session.    $2,800,000  received  as  premium  on  gold  sent  to  London  from  San  Francisco 
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It  has  been  already  stated  that  customs  duties  were  paid  in 
gold  during  the  war.  The  receipts  from  this  source  were  there- 
fore on  the  same  footing  as  if  specie  payments  had  been  main- 
tained. All  the  duties  were  paid  in  coin,  and  the  ad  valorem 
duties  assessed  on  the  foreign  specie  valuation  of  the  goods. 
The  change  in  the  value  of  the  dollar  in  the  United  States  made 
no  difference  directly  in  the  customs  receipts. 

The  revenue  derived  from  miscellaneous  sources  comprises 
a  considerable  number  of  small  items.  Of  these,  some  were 
doubtless  increased  by  the  depreciation,  while  others  were  unaf- 
fected. But  one  portion  of  these  receipts,  viz.,  the  premium  on 
sales  of  gold  coin  made  in  1864,  1865,  and  1866,  should  be  set 
down  as  clear  gain.  The  government  imposed  customs  duties 
in  gold  ;  the  coin  received  from  this  source  exceeded  the  amount 
of  its  coin  obligations,  and  this  excess  was  sold  in  the  gold 
market  for  paper  money.  In  making  up  the  estimate,  the 
amount  of  this  premium  is  subtracted  from  the  miscellaneous 
receipts,  and  the  remainder  is  counted  as  having  been  increased 
by  the  full  amount  of  depreciation,  although,  as  has  been 
pointed  out,  it  contains  elements  that  certainly  were  not  affected 
by  the  change  in  the  value  of  the  currency.  The  amount  of  the 
premiums  is  afterward  added  to  the  increase  of  revenue. 

The  last  of  the  enumerated  government  receipts  remains,  the 
internal  revenue  duties.  This  system  of  taxation  was  inaugu- 
rated by  an  elaborate  law  passed  July  I,  1862,  which  imposed 
certain  duties,  partly  ad  valorem^  partly  specific,  upon  a  great 
variety  of  manufactured  articles ;  imposed  a  tax  upon  the  gross 
receipts  of  canals,  railroads,  theaters,  etc.;  taxed  auction  and 
brokers'  sales ;  required  licenses  for  practicing  professions  ;  levied 
an  income  and  a  legacy  tax,  and  placed  certain  taxes  upon  arti- 
cles of  luxury,  such  as  carriages,  pianos  and  plate.  This  law  was 
superseded  two  years  later  by  another  internal  revenue  act, 
which  raised  the  rates  of  taxation  and  increased  the  number  of 

is  included.  For  1 865  see  Executive  Document  No.  12^  p.  42,  XXXIX  Congress,  second 
session.  Being  unable  to  find  a  statement  of  the  premium  on  sales  for  the  months  of 
July  and  August  1865.  We  may  assume  that  the  premium  was  one-sixth  of  the  amount 
for  the  preceding  fiscal  year. 
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articles  made  to  pay  duties.  In  considering  the  receipts  from 
internal  revenue  for  the  fiscal  year  1863-4,  it  is  legitimate  to 
consider  the  sums  received  from  the  ad  valorem  duties  as  having 
increased  with  the  depreciation.  But  the  specific  duties  should 
not  be  charged  with  a  rate  of  increase  greater  than  the  deprecia- 
tion in  June  1862,  when  the  act  was  passed.  The  act  of  July  i, 
1864,  however,  readjusted  all  the  duties  to  the  basis  of  the 
depreciated  currency;  and  perhaps  it  is  fair  to  consider  that  all 
the  receipts  from  internal  revenue  in  the  succeeding  year  were 
increased  in  proportion  to  the  depreciation. 

310.  The  estimate  made  in  detail  in  Table  III,  after  the  same 
fashion  as  the  calculation  of  the  addition  to  the  expenditures  of 
the  government  caused  by  depreciation,  gives  the  result  that  the 
receipts  of  the  government  were  increased  during  the  war  228.7 
million  dollars  above  what  they  would  have  been  had  the  specie 
standard  of  values  been  maintained.  Comparing  this  with  the 
estimated  increase  of  expenditures,  we  find  that  the  outgo  of 
the  government  was  inflated  by  the  influence  of  the  depreciated 
currency  (621,000,000  more  than  its  income.  This  sum  then 
represents,  according  to  the  plan  of  the  calculation,  the  unnec- 
essary addition  which  the  use  of  a  legal -tender  paper  currency 
made  to  the  debt  incurred  during  the  war.  Before  taking  the 
last  step  in  the  estimate,  a  question  that  naturally  suggests  itself 
may  be  answered.  Suppose  that  the  war  had  been  conducted 
on  a  specie  basis,  how  would  the  money  raised  by  the  green- 
backs have  been  secured  ?  Supposing  the  sum  to  have  been 
borrowed,  (i)  the  interest  which  the  government  would  have 
paid  would  have  been  larger  than  was  actually  the  case,  for  the 
greenbacks  were  "a  loan  without  interest;"  and  (2)  the  sale  of  so 
many  more  bonds  would  have  lowered  the  prices  of  government 
securities.  Should  not  deduction  be  made  from  the  estimated 
increase  of  the  debt  to  offset  these  disadvantages  of  the  specie 
basis? 

To  this  it  may  be  answered  that  guessing  how  the  (450,000,- 
000  secured  by  the  use  of  the  greenbacks  might  have  been  raised 
had  the  legal-tender  acts  not  been  passed  is  guessing  at  what 
can  never  be  known.     It  is  not  necessary,  however,  to  suppose 


45^  REPORT  OF  THE  MONETARY  COMMISSION 

that  the  whole  sum  would  have  been  borrowed  on  interest -bearing 
bonds.  At  least  a  part  of  the  $450,000,000  might  have  been 
issued  in  demand  notes  convertible  into  gold.  Then  the  interest 
charge  would  have  been  only  upon  the  gold  reserve  kept  to 
insure  the  instant  redemption  of  the  notes.  In  this  case  the 
saving  of  interest  upon  the  use  of  notes,  for  which  no  coin 
reserve  was  kept,  would  have  been  much  less  than  the  increase 
of  interest  through  the  $6i2 1,000,000  extra  loans,  which  the 
depreciation  of  these  non-convertible  notes  made  it  necessary 
to  borrow.  And  even  on  the  supposition  that  the  money  had 
all  been  obtained  by  loans,  the  saving  of  interest  by  the  issue  of 
the  greenbacks  was  only  about  (21,000,000  in  excess  of  the 
interest  paid  on  the  unnecessary  debt  created  by  them.' 

As  to  the  lowering  of  the  price  of  government  securities  that 
would  have  resulted  from  borrowing  (450,000,000  more  on 
bonds,  it  may  be  answered,  first,  that  the  suspension  of  specie 
payments,  and  the  issue  of  legal-tender  paper  money  —  the 
ordinary  resort  of  bankrupt  governments — was  in  itself  a  great 
blow  to  the  national  credit,  and  therefore  tended  strongly  to 
make  the  terms  on  which  the  Treasury  could  borrow  less  favora- 
ble ;  second,  the  depreciation  in  the  price  of  government  securi- 
ties caused  by  selling  (450,000,000  more  of  bonds  would  not 
have  been  so  great  as  was  that  caused  by  borrowing  the  (621,- 
000,000  extra,  for  which  the  greenback  policy  was  responsible. 
A  further  sum  should  be  charged  against  the  greenbacks  on  this 
score.  But  since  the  amount  of  this  item  could  be  determined 
only  by  conjecture  it  will  be  neglected.  However,  in  order  to 
make  ample  allowance  for  the  advantage  of  the  "  loan  without 
interest,"  the  saving  of  $i  1,000,000  will   be  deducted  from  the 

'  In  the  following  table  a  comparison  is  made  between  the  saving  of  interest  on 
the  greenbacks  and  the  increase  of  interest  due  to  the  contraction  of  unnecessary  debt 
In  making  it,  the  assumption  has  been  taken  that  there  is  a  saving  of  interest  for  an 
average  period  of  six  months  on  the  increase  of  greenbacks  put  in  circulation  during 
any  year ;  and  likewise  that  on  the  sums  borrowed  in  any  one  year  on  account  of  the 
depreciation,  interest  was  paid  on  the  whole  amount  for  an  average  of  six  months. 
Therefore  in  calculating  the  interest  saved,  or  paid  each  year,  the  interest  on  the  whole 
sum  of  greenbacks  outstanding  on  the  tirst  day  of  the  year,  or  of  the  total  sum  that 
had  been  borrowed  because  of  depreciation  up  to  that  time,  is  taken  for  twelve 
months,  and  to  this  is  added  six  months*  interest  on  the  increase  of  greenbacks  or  of 
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increase  of  debt.  When  this  is  done  the  greenbacks  stand 
charged  with  an  increase  in  the  cost  of  the  war  up  to  August  31, 
1865,  amounting  to  $600,000,000. 

311.  It  remains  only  to  consider  how  the  depreciation  of  the 
currency,  which  did  not  end  with  the  war,  affected  the  later 
payments  of  the  public  debt. 

The  depreciation  of  the  currency  made  no  di£ference  in  the 
amount  of  the  wealth  consumed  during  the  war.  The  only  way 
in  which  it  did  make  a  real  increase  in  its  cost  came  in  the 
repayment  of  the  debt.      During  the  war  the  government  bor- 

debt  during  the  year.  With  the  greenbacks  is  included  the  amount  of  fractional  cur- 
rency in  circulation,  it  forming  a  loan  without  interest  to  the  government  quite  as 
much  as  the  United  States  notes.    The  rate  of  interest  taken  is  6  per  cent. 

SAVING   OF   INTEREST   BY  THE   USE   OP   PAPER   MONEY. 

FUcalyean. 

Amount  issued  in 1862  t  96.6  m.    at  6$!^  (3  mo.)  =  ^  1.45  m. 

Outstanding  commencement  of.. ..  1863  96.6  6  (12  )=  5.80 

Amount  issued  in 1863  221.4  6  (6  )=  6.64 

Outstanding  conmiencement  of... .  1864  318.0  6  (12  )^  19.08 

Amount  issued  in 1864  136.I  6  (6  )=  4.08 

Outstanding  commencement  of....  1865  454-1  ^  (12  )=  27.25 

Amount  issued  in 1865  3.6  6  (6  )  =  .11 

Outstanding  commencement  of ....  1866  4577  6  (2  )=  4.58 

Total I68.99  m. 

INTEREST  PAID  ON   DEBT  INCURRED  BECAUSE  OF  DEPRECIATION  OF  THE 

CURRENCY. 


Borrowed  during 1862  $     5.3m.  at  6^ 

by  commencement  of. .. .  1863  5.3  6 

during 1863  118.0  6 

by  commencement  of ... .  1864  123.3  ^ 

during 1864  133*4  ^ 

by  commencement  of ... .  1865  256.7  6 

during 1865  361.6  6 

by  commencement  of. .. .  1866  618.3  6 

during  first  2  months  of. .  1866  2.5  6 


3  mo.)  -=  $    .08  m. 

12  )  =  .32 

6  )  =  3.54 

12  )=  7.40 

6  )  =  4.00 

12  )=  15.40 

6  )  =  10.85 

2  )=  6.18 

I  )  =  .01 


Total $47.78  m. 

According  to  this  estimate  the  saving  of  interest  up  to  the  moment  when  the 
debt  reached  its  maximum  was  21.21  million  dollars.  For  the  amount  of  paper  cur- 
rency outstanding  at  the  close  of  each  year  see  SiatisHcal  Abstract  of  the  United  States, 
1878,  p.  14.  The  statement  of  the  debt  incurred  each  year  because  of  the  depreciation 
of  the  currency  is  compiled  from  Tables  II  and  III. 
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rowed  vast  amounts  of  capital  from  the  community.  Under  the 
rise  of  prices  this  capital  was  expressed  in,  perhaps,  twice  as 
many  dollars  as  it  would  have  been  on  a  specie  basis.  To  borrow 
it,  the  government  promised  to  pay  back  some  time  in  the 
future  this  number  of  dollars,  increased  as  it  was  by  the  effects 
of  depreciation.  The  loss  of  the  taxpayers  depended  on  how 
much  wealth  the  dollar  represented  when  returned  to  the 
creditor  in  the  future.  As  a  matter  of  fact,  the  dollars  paid  in 
redemption  of  the  debt  were  much  more  valuable  than  the 
dollars  borrowed.  In  1865  the  Treasury  borrowed,  on  giving  its 
promise  to  pay,  millions  of  "  dollars"  when  their  average  value 
was  less  than  fifty  cents  in  gold.  On  maturity  these  loans  were 
paid  back  in  ''dollars"  worth  lOO  cents  in  gold.  The  difference 
between  the  gold  value  of  50  cents  received  and  the  100  cents 
value  repaid  was  not  nominal ;  it  was  a  real  increase  in  the  cost 
of  the  war  to  the  taxpayers.  It  was  so  much  more  wealth 
which  the  people  had  to  take  from  their  pockets  and  give  to 
the  Treasury  in  order  to  pay  the  debt  incurred  by  the  govern- 
ment. 

But  not  all  of  the  debt  was  paid  in  dollars  worth  100  cents 
in  gold.  A  considerable  portion  was  discharged  in  "lawful 
money,"  that  is,  in  paper  currency  while  it  was  still  depreciated. 
In  this  case  the  loss  to  the  people  was  the  difference  between 
the  wealth  represented  by  the  dollar  borrowed  and  the  dollar 
returned,  i.  e,^  rating  gold  as  the  standard  of  value,  between  the 
value  of  the  paper  dollar  in  specie  when  it  was  borrowed,  and  its 
value  in  specie  at  the  time  it  was  repaid. 

If  the  war  had  been  conducted  on  a  coin  basis,  the  number 
of  "dollars"  owed  by  the  government  at  its  close  would  have 
been — to  take  the  figure  of  our  calculation — some  $600,000,000 
less  than  it  actually  was.  But  on  the  specie  basis,  though  the 
debt  would  have  been  less,  every  dollar  of  obligation  would 
have  been  paid  in  coin.  On  the  paper  basis  the  government 
was  free  to  pay  part  of  its  debt  in  depreciated  paper.  By  so 
doing,  a  saving  to  the  taxpayers  was  effected  equal  to  the  differ- 
ence between  a  dollar  in  gold  and  a  paper  dollar  at  the  time 
when  this  debt  was  in  fact  paid  off.      Evidently  this  saving  is 
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an  element  that  should  be  taken  account  of  in  estimating  what 
the  greenbacks  cost  the  taxpayers. 

During  the  war  the  government  negotiated  three  kinds  of 
loans :  ( i )  loans  of  which  the  kind  of  money  in  which  they 
should  be  repaid  was  not  stipulated;  (2)  loans  expressly  paya- 
ble in  coin;  (3)  loans  expressly  payable  in  " lawful  money." 
The  terms  on  which  the  government  could  borrow  were  not  the 
same  for  these  different  classes  of  securities.  Obligations  pay- 
able in  lawful  money  never  sold  on  such  favorable  terms  as 
similar  obligations  payable  in  gold.  There  was  always  a  dis- 
count against  them  in  the  shape  either  of  a  higher  rate  of 
interest  or  a  lower  price  in  the  market.  Thus  the  use  of  lawful 
money  securities  increased  the  amount  of  debt  which  was  owing 
at  the  close  of  the  war  above  what  it  would  have  been  had  all 
the  obligations  been  made  payable  in  coin. 

The  increase  of  debt  from  this  cause  should  be  included  in 
the  indictment  against  the  greenbacks.  How  great  this  increase 
was,  however,  can  only  be  conjectured.  For  this  reason  no 
estimate  will  be  made  of  the  amount  by  which  the  sale  of  lawful 
money  securities  increased  the  debt,  although  this  sum  should 
properly  be  deducted  from  the  following  calculation  of  the 
saving  effected  by  using  this  kind  of  obligations.  This  omission 
tends  to  make  the  estimate  of  the  saving  too  large. 

After  the  war  was  over  and  the  reduction  of  the  debt  had 
begun,  the  policy  was  adopted  of  paying  all  loans  in  coin, 
except  when  it  had  been  expressly  stipulated  by  the  law  author- 
izing them  that  they  should  be  paid  in  lawful  money.  Of  these 
lawful  money  obligations  there  were  outstanding  August  31, 
1865,  when  the  debt  was  at  its  maximum,  some  1273.2  millions. 
Most  of  these  bore  a  high  rate  of  interest,  and  ran  for  but  short 
terms.  They  were  therefore  the  first  part  of  the  debt  to  be  paid. 
Much  the  greater  part  of  the  whole  amount  had  been  retired  by 
July  I,  1868.  During  these  years  the  currency  was  at  a  discount 
of  about  30  per  cent.  Above  $1,000,000,000  of  debt  were  paid 
in  dollars  depreciated  to  this  extent. 

This  very  rapid  redemption  of  the  lawful-money  debt  was 
accomplished  by  a  process  of  refunding.     While  one  obligation 
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was  paid  off,  a  new  debt  in  part  took  its  place.  Thus  the  net 
reduction  of  the  debt  was  a  much  slower  process  than  one  would 
think  from  looking  merely  at  the  rapid  redemption  of  the  cur- 
rency obligations.  In  1868  nearly  (550,000,000  of  these  debts 
were  paid ;  but  new  obligations  were  created  to  such  an  extent 
that  at  the  end  of  the  year  the  principal  of  the  public  debt  was 
but  66.4  millions  less  than  it  had  been  at  the  beginning.  The 
547.7  millions  of  currency  obligations  were  all  paid  and  paid  in 
paper  money  ;  but  this  paper  was  obtained  only  by  issuing 
483.3  millions  of  new  obligations,  and  since  these  new  debts 
were  all  payable  in  coin,  it  is  only  on  the  balance  of  66.4 
millions  that  the  government  made  a  saving  by  paying  in  depre- 
ciated currency. 

Proceeding  on  the  principle  just  explained  that  where  the 
redemption  of  lawful-money  obligations  exceeded  the  net 
reduction  of  the  debt,  a  saving  was  really  made  only  on  this 
latter  sum,  the  conclusion  of  the  estimate  is  that  it  required  some 
71.6  millions  less  of  wealth  to  redeem  the  lawful-money  obliga- 
tions than  would  have  been  required  had  they  been  paid  in 
specie. 

One  estimate  has  shown  that  the  use  of  the  greenback 
currency  made  a  needless  addition  to  the  public  debt  of  the 
country  at  the  close  of  the  war  amounting  to  600,000,000  of 
"dollars."  The  last  estimate  has  led  to  the  conclusion  that  by 
paying  a  certain  portion  of  the  debt  in  "dollars"  made  of  paper, 
the  government  saved  in  wealth  to  the  taxpayer  71.6  millions  of 
gold  dollars.  The  difference  between  this  saving  and  the 
addition  to.  the  public  debt  gives  the  real  amount  of  wealth 
measured  in  gold  dollars  which  the  paper  money  plan  of  finance 
cost  the  country.     This  amount  is  528.4  millions. 

The  first  legal-tender  act  confused  a  fiscal  with  a  monetary 
purpose.  Financial  affairs  had  been  allowed  to  drift  into  a 
crisis.  To  relieve  the  Treasury  the  government  sought  to  utilize 
its  prerogative  of  determining  upon  a  standard  of  value  and  of 
coining  money,  for  its  own  financial  advantage.  To  attain  this 
end,  the  interest  which  the  community  has  in  the  maintenance 
of  a  standard  free  from  sudden  and  violent  fluctuations,  was 
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openly  sacrificed.  That  the  people  suffered  is  not  surprising. 
But  it  seems  equally  true,  unless  these  conclusions  are  wholly 
wrong,  that  the  Treasury  suffered  likewise.  Instead  of  profiting 
by  the  attempt  to  use  the  medium  of  exchange  as  a  financial 
engine,  the  government,  because  of  this  attempt,  incurred  a 
vastly  greater  debt,  which  eventually  had  to  be  paid  by  the 
people. 
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313.  It  must  not  be  expected  in  studying  the  variations  in 
prices  consequent  upon  the  issue  of  United  States  notes,  that  these 
fluctuations  could  follow  closely  the  value  of  the  paper  money. 
A  greatly  enlarged  government  demand  and  an  entirely  new 
demand  for  certain  kinds  of  commodities,  with  a  decreased 
demand  on  the  part  of  the  nation,  a  large  portion  of  which  was 
cng2Lgcd  in  carrying  on  war,  and  whose  wants  were  consequently 
different  from  what  they  otherwise  would  have  been,  introduced 
serious  changes  in  the  value  of  commodities  not  assignable  to  the 
character  of  the  currency.  These,  however,  it  is  impossible  to 
separate  from  those  which  result  from  depreciation,  although  it 
is  not  diflicult  to  see  veiy  nearly  where  they  lie.  In  the  case  of 
products  coming  from  the  Southern  states,  many  prices  naturally 
rose  very  considerably,  since  their  supply  was  cut  off  on  account 
of  the  hostile  relations  between  the  North  and  South.  For  exam- 
ple, the  average  level  of  prices  in  1864  was  about  190.5  per  cent,  of 
what  it  was  in  i860.  Some  typical  Southern  products,  however, 
were  vastly  higher  than  this.  Tar  was  720  per  cent,  of  its  price 
in  i860,  and  turpentine  was  900.  The  same  was  true  in  a  lesser 
degree  of  rice,  molasses,  and  sugar.  Cotton  stood  at  1,090.9 
per  cent,  in  1865,  as  compared  with  its  price  in  i860. 

Again,  the  increase  in  taxation  both  in  the  way  of  higher 
import  duties  and  of  higher,  or  entirely  new,  internal  revenue 
taxes,  naturally  made  the  prices  of  the  commodities  upon  which 
they  were  imposed  higher  than  before.  This,  likewise,  had  no 
reference  to  depreciation  in  the  currency.  Some  possible  excep- 
tions may  ap[>ear  in  the  case  of  imported  commodities,  the  duties 
upon  which  must  be  paid  in  gold.  Inasmuch  as  gold  had  to  be 
bought  in  New  York  for  greenbacks,  the  higher  the  premium 
upon  greenbacks  the  higher  the  price  in  paper  which  the  importer 
would  have  to  charge  when  he  sold  his  goods. 

There    were    also    important  changes  in   the   direction   of 

462 


EFFECT  OF  PAPER  ISSUES  VPON  PRICES  463 

demand,  due  to  the  changed  conditions  brought  about  by  the 
war.  Thus  articles  used  by  the  government  for  the  support  of 
the  army,  such  as  ship  biscuit,  codfish,  mackerel  and  hams,  rose 
largely  in  price  on  account  of  the  increased  government  demand 
falling  upon  a  supply  no  greater  than  before.  There  was  less 
building  during  the  war,  and  consequently  building  material 
declined,  comparatively  speaking,  in  price.  In  1864,  bricks  sold 
for  but  160  per  cent,  of  the  price  in  i860,  and  other  building 
materials  stood  at  similar  figures,  although  gold  was  quoted  in 
greenbacks  at  258.1. 

313.  But  while  some  weight  must  be  allowed  to  these  various 
changes  in  prices  which  had  no  connection  with  the  currency, 
there  was  an  alteration  in  general  prices,  due  to  the  depreciation 
of  the  notes,  so  great  and  general  as  to  exert  a  most  important 
influence  upon  the  well-being  of  the  community  at  large.  All 
commodities  rose  enormously  in  price.  There  was  thus  a  per- 
manently injurious  influence  upon  those  who  had  fixed  incomes. 
In  the  accompanying  table  the  variations  in  the  prices  of  com- 
modities during  the  war  period,  have  been  represented : 

COMPARISON   OF  THE   DEPRECIATION  OF   THE   CURRENCY  WITH   THE 
RISE    OF    PRICES    OF   COMMODITIES,    1862-I865.' 


Average  value 

Relative  prices 

Average  value 

in  gold  of 

on  first  day 

in  currency 

$zoo  in  cur- 

of month 

of  Sioo  in 
gold  tot  month 

rency  for  mmitfa 

1 862 — January, 

-   97.6 

"3 

102.5 

April, 

-           -        98.5 

1X2 

101. 5 

July.  -        -        - 

-  86.6 

117 

II  5.5 

October,  - 

-       77.8 

I3X 

128.5 

1 863 — January, 

-  68.9 

145 

I45.I 

April, 

66.0 

165 

I51.5 

July,  -        -        - 

-  76.6 

161 

1306 

October,  - 

-      ^I'l 

i6x 

H7'7 

1864 — January,     - 

-  64.3 

188 

155.5 

April, 

-      57.9 

199 

172.7 

July,  - 

-  38.7 

250 

258.1 

October,  - 

-      48.3 

252 

207.2 

1865 — ^January, 

-  46.3 

261 

216.2 

April, 

-      67.3 

208 

148.5 

July,  -        -        - 

-  70.4 

193 

142.1 

October,  - 

-      68.7 

214 

145.5 

'  See  Commerce^  Finance,  and  Immigration  of  the  United  States,  No.  4,  Series 
1895-6;  p.  518;  and  Journal  of  Political  Economy^  1894-5,  P*  158* 
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The  second  colunm  of  the  table  represents  the  variations  in 
prices  expressed  in  percentages  of  the  prices  of  I  S6c.  vhich  are 
taken  as  lOO  per  cent.  The  prices  are  those  of  -i  14  articles,  35 
representing  food,  10  cloths  and  clothing,  7  fuel  and  lighting,  13 
metals  and  implements,  15  lumber  and  building  materials,  16 
drugs  and  chemicals,  10  furniture,  8  miscellaneous.  Thus  on 
January  I,  1863,  the  combined  prices  of  the  114  selected  arti- 
cles were  145  per  cent,  of  what  thev  were  during  i860.  The 
first  column  of  the  table  represents  the  average  ii-alue  in  gold 
of  Si 00  in  currenc}*  for  the  month,  that  is  to  say,  it  represents  the 
number  of  gold  dollars  which  people  were  willing  to  exchange 
for  Si 00  in  greenbacks.  The  third  column  represents  the  reverse 
of  the  first,  in  other  words,  the  average  value  in  currency  of 
SiOO  in  gold  for  the  month.  Thus,  during  Januar\',  1863.  it  was 
necessary,  on  the  average,  to  give  Si 45.10  in  greenbacks  for 
Si 00  in  gold. 

It  is  thus  possible  to  compare  the  prices  of  a  great  number  of 
articles  during  the  Civil  War  directly  with  the  depreciation  in  the 
paper  currency,  that  is  to  say,  directly  with  the  price  of  gold  as 
expressed  in  greenbacks.  If  there  had  been  no  other  disturbing 
influences  we  might  reasonably  expect  that  the  change  in  the 
prices  of  commodities  would  follow  pretty  closely  the  rise  in  the 
price  of  gold.  But  owing  to  the  changes  in  the  demand  for  com- 
modities, which  have  already  been  outlined,  and  ownng  to  the 
fact  that  prices  when  they  have  once  risen,  tend  to  become 
fixed,  we  do  not  find,  as  a  matter  of  fact,  an  exact  correspond- 
ence. It  has  been  seen,  however,  that  the  changes  which  have 
just  been  mentioned  tended  to  raise  the  price  of  some  articles 
and  to  depress  that  of  some  others,  according  to  the  stimulation, 
or  the  depression,  of  the  demand  for  those  articles.  As  has 
been  seen,  there  were  changes,  too,  in  the  conditions  of  produc- 
tion, which  operated  in  general  to  limit  supply,  and  thus  again 
tended  to  raise  prices.  There  were  thus  several  contradictory 
forces  at  work.  These  partially  offset  one  another,  inasmuch, 
as,  when  we  combine  the  prices  of  so  many  as  114  articles,  the 
increase  in  the  prices  of  some  tends  to  be  offset  by  the  decrease 
in  the  prices  of  others.     In  general,  however,  the  tendency  of 
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goods  to  rise  faster  than  the  paper  money  fell  in  value  seems 
to  have  prevailed.  Thus,  for  example,  in  October  1862,  prices 
were  at  131,  while  currency  was  128.5;  ^^^  April  1863,  prices 
were  165,  currency  151.5.  This  must  also  be  partially  attributed 
to  the  fact  that  merchants  felt  themselves  compelled  to  charge 
a  price  more  than  correspondent  to  the  rise  in  the  price  of  gold,  in 
order  to  compensate  themselves  for  any  possible  rise  which  might 
occur  during  the  period  required  for  the  sale  of  the  goods.  It 
is  also  to  be  noted,  that  prices  of  commodities  tended  to  fluc- 
tuate less  rapidly  than  did  that  of  greenbacks  expressed  in  gold. 
Prices  did  not  always  fall  when  gold  fell.  Thus,  purchasers  again 
were  injured. 

314.  To  put  the  whole  case  briefly,  there  was,  as  appears 
from  the  table,  an  immense  rise  in  the  prices  of  commodities. 
In  October  1864,  the  prices  of  114  articles  were  252  per  cent,  of 
what  they  were  in  i860,  and  in  January  1865,  they  were  261  per 
cent.  Being  compelled  to  pay  more  in  exactly  that  proportion, 
the  incomes  of  purchasers  were  correspondingly  reduced.  The 
change  in  the  standard  from  gold  to  greenbacks  thus  resulted  in 
an  enormous  rise  in  the  cost  of  living,  accompanied  by  rapid  and 
destructive  variations  in  the  prices  of  commodities  correspond- 
ing roughly  to  similar  variations  in  the  price  of  greenbacks  as 
expressed  in  gold. 

Summing  up,  therefore,  the  result  of  the  issue  of  the  green- 
backs upon  the  distribution  of  wealth  was  a  vast  increase  in  the 
cost  of  living  and,  although  the  nominal  wages  of  laborers  and 
those  who  received  salaries  increased  slightly,  a  serious  fall  in 
their  command  over  the  necessaries  of  life.  The  fall  of  prices 
in  1 865-1 879,  was  the  form  in  which  the  return  to  the  stand- 
ard manifested  itself. 

315,  This  effect  upon  the  prices  of  commodities  was  one  of 
the  most  important  influences  exerted  by  the  issue  of  legal  tender 
notes  upon  the  welfare  of  the  people  of  the  United  States.  The 
price  of  a  thing  is  that  amount  of  the  standard  money  of  any 
country  in  exchange  for  which  the  owner  of  the  particular  thing 
in  question  is  willing  to  part  with  it.  And  the  standard  money 
of  any  country  is  that  metal  or  commodity,  or  the  promise  to 
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pay  a  unit  of  metal  or  commodity  in  which,  by  common  consent, 
the  values  of  other  commodities  are  thus  stated.  From  1834 
to  the  Civil  War  this  standard  in  the  United  States  had  been, 
in  fact,  nothing  but  gold.  With  the  suspension  of  specie  pay- 
ments by  the  banks  and  the  government  during  the  last  days 
of  1 86 1,  there  came  about  a  change  in  the  standard.  The 
important  point  to  be  kept  in  mind  was  not  the  character  of  the 
mere  circulating  medium  ;  it  was  the  ultimate  standard  in  which 
the  prices  of  commodities  were  measured.  The  issue  of  an 
irredeemable  government  currency  destroyed  the  existence  of 
the  former  gold  standard  and  substituted  for  it  a  standard  of 
government  paper — a  standard  consisting  only  of  the  govern- 
ment's promise  to  pay.  This  fact  is  often  forgotten.  We  often 
speak  as  if  the  paper  currency  issued  by  the  United  States  dur- 
ing the  Civil  War  really  had  some  value  of  its  own.  This  was  not 
the  case.  The  legal-tender  notes  were  recognized  at  the  time 
as  a  debt  of  the  United  States.  They  were  spoken  of  as  **  a 
forced  loan,  without  interest."  Their  character  as  a  loan,  as  "a 
non-interest-bearing  debt,"  was  clearly  understood.  The  stand- 
ard thus  became  the  government's  promise  to  pay  gold  in  place 
of  that  gold  itself.  The  government  did  not  attempt  to  create 
dollars ;  it  merely  promised  to  pay  them  at  some  indefinite  Wvat 
in  the  future.  The  promise  was  thus  robbed  of  all  definiteness. 
Those  who  possessed  legal-tender  notes  had  no  means  of  know- 
ing at  what  time  they  would  be  enabled  by  the  government  to 
obtain  the  fulfillment  of  its  promise.  The  value  of  the  legal- 
tender  note  was,  in  short,  regulated  by  the  same  forces  which 
controlled  that  of  any  other  form  of  government  debt.  In  this 
case,  however,  not  only  was  the  paper  merely  a  promise,  but  the 
time  at  which  it  was  to  be  paid  was  not  known.  And  the  intro- 
duction of  a  new  element  of  indefiniteness  into  what  was  before 
indefinite,  naturally  made  the  fluctuations  in  the  value  of  this 
sort  of  government  promise  to  pay  more  extreme  than  in  the 
case  of  bonds.  The  standard  of  prices  was  thus  subject  to 
violent  fluctuations. 

Fluctuations  in  the  value  of  the  standard — in  other  words, 
in  its  purchasing  power  as  compared  with  all  commodities — 
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implied  that  the  prices  of  these  commodities  (the  quantity  of 
the  standard  which  their  owners  were  willing  to  accept  in 
exchange  for  them)  would  also  fluctuate  widely.  And  it  was  a 
necessary  result  that  these  prices  should  become  much  higher 
than  they  had  been  before.  The  credit  of  the  government  was 
in  such  an  unfavorable  position  that  its  promise  to  pay  a  gold 
dollar  must  necessarily  exchange  for  less  than  such  a  dollar. 
That  is,  the  gold  dollar  would  exchange  for  more  than  its  nom- 
inal equivalent  in  paper. 

316.  Nothing  can  be  clearer  than  that  the  fall  of  prices  after 
the  Civil  War  could  not  be  assigned  to  a  contraction  of  the  circu- 
lation. The  effect  of  such  contraction  as  took  place  (and  it  was 
very  much  exaggerated)  had  only  an  incidental  and  indirect 
effect  on  prices.  So  far  as  the  policy  of  the  government  in  con- 
tracting the  notes  (supposed,  as  they  were,  to  be  only  a  tem- 
porary war  device)  had  an  effect  in  strengthening  the  belief  of 
the  public  in  their  future  redemption  in  coin,  the  value  of  the 
paper  standard  would  tend  to  rise.  Since  this  paper  was  our 
only  standard,  and  since  prices  were  necessarily  expressed  in 
this  standard,  as  the  standard  rose  in  value,  prices  necessarily 
fell. 

Without  any  material  changes  in  the  quantity  of  the  circula- 
tion of  the  country  from  1865  to  1879,  we  have  the  remarkable 
phenomenon  (to  be  observed  in  Chart  XI,  showing  the  deprecia- 
tion of  the  greenbacks)  of  a  steadily  increasing  value  of  the 
paper  money  which  served  as  the  standard  for  prices  and  con- 
tracts throughout  the  country.  No  matter  what  the  causes  of 
this  rise  were,  the  fact  is  sufficient  for  our  present  purpose. 
With  such  a  rise  in  the  value  of  the  standard  (although  not 
changing  in  quantity),  it  was  inevitable  that  prices  expressed  in 
that  standard  should  fall.  The  men  of  the  day  falsely  attributed 
the  lowered  prices  to  contraction ;  but  there  was  no  contraction 
to  speak  of,  while  there  was  a  phenomenal  change  going  on  in 
the  value  of  the  standard.  This  fall  of  prices  was  the  necessary 
sequel  to  the  unprecedented  rise  after  1862,  when,  as  the  paper 
standard  depreciated,  prices  rose.  If  the  causes  which  lowered 
the  value  of  the  standard  were  slowly  removed  after  the  war 
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ended,  renewed  confidence  in  the  ability  of  the  Treasury  to 
resume  would  naturally  follow,  and  when  aided  by  the  Resump- 
tion Act  of  1875,  ^^^  later  by  the  accumulation  of  gold  reserves, 
it  was  certain  that  the  notes  would  go  to  par,  irrespective  of 
any  further  reduction  in  their  quantity.  From  the  war  until 
1879,  the  country  was  suffering  from  the  inevitable  penalties 
incident  to  a  return  to  the  standard  from  which  it  had  too  care- 
lessly departed  in  1862;  and  the  causes  of  its  difficulties  were 
wrongly  assigned  to  contraction. 


EFFECT  OF  PAPER  ISSUES  UPON  WAGES.' 

317.  The  great  rise  of  prices  after  1862  had  a  damaging  effect 
upon  wages,  because  the  latter  (in  accord  with  what  has  been 
well-known  experience  in  history)  did  not  rise  when  prices  rose. 
Although  receiving  the  same  money  wages,  when  prices  rose, 
earners  of  wages  bought  less,  and  the  effect  was  the  same  as 
if  wages  had  been  lowered,  commodities  remaining  the  same. 

It  was  true  that  those  who  received  wages  were  able  to 
demand  an  increase  in  their  pay  on  account  of  the  fact  that  so 
large  a  number  of  the  working  population  were  occupied  with 
the  war.  Nevertheless  the  increase  in  wages  obtained,  even 
with  this  assistance,  was  by  no  means  so  great  as  the  increase 
of  prices.  In  many  cases  laborers  were  under  long-time  con- 
tracts to  work  at  certain  rates.  This  was  especially  the  case 
with  those  who  received  fixed  salaries — for  instance,  govern- 
ment employes,  clerks  of  all  sorts,  and  others  of  the  same  class. 
Thus,  it  is  impossible  that  wages  could  have  followed  at  all 
closely  the  changes  in  the  value  of  the  greenback  dollar. 

318.  In  the  accompanying  table  have  been  represented  vari- 
ations in  the  prices  of  223  articles  and  money  wages,  expressed 
after  the  same  fashion  as  in  the  table  already  given ;  that  is  to 
say,  in  percentages  of  the  wages  and  prices  of  i860:' 


Prices 

Money  wag 

i860, 

-      1 00.0 

1 00.0 

1861,    - 

100.6 

100.8 

1862, 

-      II 7.8 

102.9 

1863,  - 

148.6 

1 10.5 

1864, 

-      190.5 

125.6 

1865.   - 

216.8 

1 43- 1 

'  The  figures  quoted  in  this  discussion  are  chiefly  based  upon  the  statistics  fur- 
nished by  the  Senate  Reports^  No,  1394^  LIT.  Congress,  Second  Session,  and  No,  q86, 
LII.  Congress,  First  Session. 

^Senate  Report  on  Wholesale  Prices ^  Wages  and  Transportation,  No.  1394^  I,  pp. 
91  and  174. 
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The  wages  whose  variations  are  represented  in  this  table  are 
those  for  twenty-one  representative  industries,  in  which  767,654 
persons  were  employed.  The  total  number  of  persons  engaged  in 
working  for  wages  during  the  same  year  is  reported  by  the  cen- 
sus as  having  been  8,287,043.  The  returns  for  wages  given  in 
the  table  are  thus  for  somewhat  less  than  10  per  cent,  of  all 
those  who  were  engaged  in  gainful  occupations.  The  twenty-one 
industries  do  not  include  that  of  farming,  and  even  for  some  of 
the  industries  included  the  returns  are  not  very  complete.  So 
far  as  they  go,  however,  the  figures  afford  a  basis  for  a  striking 
comparison  between  prices  and  money  wages.  Whereas  prices 
stood  in  1862  at  11 7.8  per  cent,  of  what  they  were  in  i860, 
money  wages  were  but  102.9.  In  1864  prices  were  190.5,  wages 
125.6.  In  1865  prices  were  216.8,  wages  only  143.1.  Thus, 
although  the  laboring  classes  were  receiving  more  money,  the 
amount  of  commodities  which  they  were  able  to  buy  with  this 
money  had  been  largely  decreased. 

In  the  following  table  the  prices  of  a  certain  number  of 
articles  estimated  to  average  in  their  cost  68.6  per  cent,  of  the 
total  expenditures  of  a  family,  are  compared  with  the  variations 
*in  money  wages  according  to  the  principles  of  percentage  fol- 
lowed in  the  preceding  tables :  * 


Prices 

Wages 

Real  wage 

1 860, 

1 00.0 

1 00.0 

1 00.0 

I86I,    - 

94.1 

100.7 

107.0 

1862,  *    - 

I04.I 

103.7 

99.6 

1863.   - 

132.2 

1 1 8.8 

89.6 

1864, 

172.I 

134.0 

77.8 

1865.   - 

232.2 

148.6 

64.0 

It  thus  appears  that  adopting  the  prices  and  wages  of  i860 
as  the  point  of  comparison  the  cost  of  living  in  1865  was  232.2 
per  cent,  of  what  it  was  in  i860,  while  wages  amounted  to  only 
148.6  per  cent,  of  what  they  were  in  the  same  year.  This  may 
be  more  clearly  understood  by  stating  column  2  of  the  forego- 
ing table  in  percentages  of  column  i.  This  will  give  us  the 
value  of  the  real  wages,  that  is  to  say,  the  amount  of  commod- 

^  Senate  Report^  No,  t$q4y  I,  pp.  93  and  174. 
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ities  which  laborers  could  purchase  in  the  different  years  under 
consideration.     This  result  is  given  in  column  3. 

CHART  Xn« 

PRICES,  WAGES,  AND  PURCHASING  POWER  OF  WAGES,   I86O-I89O. 


GOLD         PAPER       PAPER 

PAPER 

GOLD 

GOLD 

goldI 

1860         1865         1870 

1875 

1880 

1885 

1800  1 

200 
180 
160 
140 
120 

100 
80 

1 

1 
• 

1 
» 

1 
* 

• 

200 

180 
160 

140 
120 

100 
80 
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Prices. 
■Wages. 
-Purchasing  power. 


« Reproduced  from  Atkinson,  The  Money  of  the  Nation. 
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It  is  thus  seen  that  in  1865,  with  largely  increased  money 
wages,  laborers  could  purchase  only  64  per  cent,  of  what  they 
could  buy  in  i860. 

The  lesson  of  these  tables  may  be  understood  at  a  glance 
from  the  accompanying  diagram,  in  which  the  course  of  prices, 
wages,  and  the  purchasing  power  of  these  wages,  have  been  rep- 
resented. The  divergence  in  1865  of  the  lines  representing 
prices  and  the  purchasing  power  of  wages  is  most  striking.  It 
is  seen  that  these  two  lines  tend  in  precisely  opposite  directions, 
average  prices  reaching  216.8,  while  average  purchasing  power 
falls  to  64. 

319.  For  industries  other  than  the  twenty-one  already  referred 
to,  returns  are  scanty.  It  has  been  computed  that  during 
the  period  from  1861  to  1866,  the  wages  of  farm  labor 
increased  about  50  per  cent.,  which  of  course,  would  be  much 
less  than  the  increase  in  the  cost  of  living.  The  following  table 
represents  the  change  in  the  money  wages  of  the  farm  laborer : 

Money  wsfcs 
i860,  -  -  .  -      lOO.O 

1861,  -         -         -        .  Qg.5 

1862,  -        -        ,        .     103. 1 

1863,      -  .  -  -  I2I.6 

1864,        .        -        -        -    144.0 

1865,    .      -      -      .      I57.I 

Professional  services  and  salaries  corresponded  to  the 
changes  in  the  value  of  the  currency  even  more  slowly.  As  an 
example  of  this,  reference  may  be  made  to  the  salaries  of  school- 
teachers in  St.  Louis,  Boston,  Cincinnati  and  Baltimore,  and  to 
those  of  teachers  in  the  country  districts  of  Massachusetts. 
These  may  be  represented  as  follows  in  percentages  of  the  wages 
paid  in  i860  as  100: ' 


i860,        .... 

1861,  -        -        -        - 

1862,  ...        - 

1863,  .... 

1864,  .... 

1865,  .... 

'  Senate  Report ^  No,  ij94t  I,  pp.  187  and  189. 


Money 

City 
schools 

wages 

Countty 
schools 

1 00.0 

1 00.0 

90.8 

98.3 

93.7 

99.4 

1 00.0 

99.0 

132.3 

102.9 

134.7 

I2I.5 
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It  thus  appears  that  the  increase  in  the  wages  of  teachers 
was  not  in  any  way  proportionate  to  the  increase  in  the  cost  of 
living.  The  rise  in  these  wages  did  not  even  proceed  as  rapidly 
as  that  in  the  wages  of  ordinary  labor. 

This  loss  was  likewise  felt  by  all  the  officials  of  the  govern- 
ment.* To  those  occupying  high  offices  the  inconvenience  was  not 
slight.  Even  for  such  positions,  the  salaries  paid  by  the  United 
States  had  always  been  small,  and  when  the  purchasing  power  of 
such  salaries  was  decreased  by  one-half  the  effect  was  serious. 
But  the  loss  must  have  been  more  severely  felt  by  those  in 
places  whose  pay  was  small  and  where  honor  constituted  no 
part  of  the  return.  The  great  increase  of  administrative  busi- 
ness due  to  the  war  had  necessitated  large  additions  to  the  force 
of  employes  in  the  different  departments.  As  prices  rose  the 
cost  of  living  became  very  expensive.  Clerks  whose  salaries 
had  before  enabled  them  to  make  some  savings,  now  found  that 
their  expenses  were  outrunning  their  incomes.  That  many  of 
these  men  suffered  in  consequence  there  can  be  no  doubt. 
There  was  one  way  of  escape,  but  a  way  that  was  embarrassing 
to  the  administration.  Although  government  employes  had 
received  no  increase  of  pay,  the  return  to  clerks  employed  by 
private  persons  had  increased.  The  result  was  that  the  compe- 
tent and  experienced  clerks,  who  could  no  longer  live  on  their 
salaries,  were  forced  to  leave  the  government  employ  and  to 
accept  positions  in  business  houses.  Their  places  could  be 
filled  on  the  existing  scale  of  pay  only  by  employing  less  com- 
petent men,  much  to  the  detriment  of  the  government's  inter- 
ests. The  reports  of  heads  of  departments  and  of  bureaus  for 
1864  and  1865  are  full  of  such  complaints,  and  urgent  requests 
were  sent  to  Congress  to  sanction  an  increase  of  the  pay  of  their 
assistants.  The  depreciation  of  the  currency  was  thus  a  cause 
of  considerable  inconvenience,  and  even  financial  loss,  to  the 
government,  in  disorganizing  the  public  survice  when  the  need 
of  efficiency  was  the  greatest ;  and  a  cause  of  suffering  to  those 
clerks  who  remained  in  the  government  employ. 

'  For  the  following  discussion  of  the  wages  of  government  employes,  soldiers, 
etc.,  see  the  paper  already  referred  Xo^  Journal  of  Political  Economy ^  March  1897,  pp. 
151-156. 
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320.  But  there  was  another  and  a  larger  class  of  men  in  the 
service  of  the  government  whose  case  was  perhaps  even  more 
unfortunate — the  sailors  and  soldiers. 

At  the  outbreak  of  the  Civil  War  the  pay  of  privates  in  the 
army  was  what  it  had  been  since  1854,  tii  per  month.  One 
of  the  first  of  the  war  measures,  enacted  August  6»  1861, 
increased  this  pay  to  ti3  a  month.  In  1862,  with  the  suspen- 
sion and  the  issue  of  inconvertible  paper  money,  the  deprecia- 
tion commenced.  As  it  proceeded,  the  purchasing  power  of  the 
soldiers'  pay  steadily  declined.  From  $13  in  186 1  its  value 
declined  until  by  the  end  of  1862  it  would  purchase  less  com- 
modities than  would  $10  in  specie.  In  1863  it  was  less  than  $9 
for  the  first  six  months ;  but  the  series  of  great  victories  in  July 
— Gettysburg,  the  surrender  of  Vicksburg  and  Port  Royal  — 
improved  the  credit  of  the  government  and  increased  the  value 
of  its  notes.  Accordingly  the  value  of  the  soldiers'  pay  appre- 
ciated until  it  reached  tio.33^  in  August.  Another  relapse  fol- 
lowed, and  by  December  it  was  but  (8.50.  The  next  year,  1864, 
the  fall  continued.  By  April,  it  had  gone  so  far  as  to  reduce  the 
specie  value  of  the  pay  to  $7.50.  At  this  stage  of  affairs,  the 
distress  of  the  army  had  become  such  that  Congress  undertook 
to  alleviate  it.  Rejecting  a  proposition  to  pay  the  $13  a  month 
in  gold,  or  in  an  amount  of  paper  equivalent  at  the  market  rate 
to  ti3  in  gold,  it  added  $3  to  the  pay.  This  raised  the  stipend 
to  $16  per  month  in  greenbacks. 

This  increase  took  effect  May  i,  1864.  The  immediate 
result  was  to  increase  the  specie  value  of  the  pay  for  that  month 
to  $9.  But,  unfortunately,  during  the  next  two  months  the 
depreciation  of  the  greenbacks  was  more  rapid  than  ever  before. 
So  great  was  the  fall  that  the  nominal  increase  was  more  than 
offset,  and  the  specie  value  of  the  pay  reduced  to  its  lowest 
point.  For  the  month  of  July,  ti6  in  paper  was  worth  but  {6.19 
in  specie,  less  than  one  half  what  the  pay  had  been  at  the  lower 
rate  before  the  issue  of  the  greenbacks. 

After  this,  matters  began  to  mend,  at  first  slowly,  then  more 
rapidly.  By  the  end  of  the  year  the  pay  was  worth  about  ^7. 
The  following  spring  brought  the  surrender  of  Lee  and  the  col- 
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lapse  of  the  Confederacy.  These  events  exercised  a  powerful 
upward  influence  upon  the  value  of  the  greenbacks.  By  May, 
{i6  was  equivalent  to  {i  1.80  in  specie.  But  after  that  there  was 
another,  though  not  a  great  decline.  During  the  summer,  when 
a  large  part  of  the  army  was  paid  off  and  mustered  out  of 
service,  the  value  of  a  month's  wages  averaged  about  %\\, 

VARIATIONS  IN  THE   SPECIE  VALUE    OF   A   SOLDIER's    MONTHLY   PAY  ; 

JULY    1 86 1    TO    DECEMBER    1865. 


January . 
February 
March  . . 


April 

May 

June 

July 

August . . . . 
September 
October  . . . 
November , 
December , 


Monthly  pay 


x86i 


III 

13 
13 
13 


i86s 


I13 
13 
13 
13 
13 
13 
13 
13 
13 
13 

13 


X863 


%n 
13 
13 
13 
13 
13 
13 
13 
13 
13 
13 
13 


1864 


113 
13 
13 
13 
16 

16 
16 
16 
16 
16 
16 
16 


X865 


specie  value  of  $x.oo  cnxrency 


x86x 


|I 
I 
I 
I 
I 
I 


z869 


I0.976 
.966 
.982 

.985 
.968 

.939 
.866 

.873 
.844 

.778 
.763 
•756 


X863 


I0.689 
.623 
.647 
.660 
.672 
.692 
.766 

.795 

•745 
.677 

.676 

.662 


1864 


^.643 

.631 
.614 

.579 
.567 

.475 

.387 

.394 

.449 

.483 
.428 

.440 


X865 


I0.463 
487 
.575 
.673 
.737 
.714 

.704 
.697 
.695 
.687 
.680 
.684 


January . , 
February 
March  . . , 


April 

May  •«.... 

June 

July 

August . . . . 
September 
October . . . 
November 
December . 


x86x 


In 

13 
13 
13 
13 


Specie  value  of  aoldien*  pay 


z86a 


1 1 2.69 
12.56 
12.77 
12.81 
12.58 
12.21 
11.26 

".35 
10.97 
lO.II 

9.92 
9.83 


X863 


I8.96 

8.10 
8.41 
8.58 

8.74 
9.00 

9.96 

10.34 
9.69 

8.80 

8.79 
8.61 


X864 


I8.36 
8.20 
7.98 

7.53 
9.07 
7.60 
6.19 
6.30 
7.18 

7-73 
6.85 

7.04 


Z865 


I7.41 

7.79 
9.20 

10.77 

11.79 
11.42 

11.26 

U.I5 
II. 12 
10.99 
10.88 
10.94 


These  fluctuations  in  the  value  of  the  pay  of  the  soldiers  are 
more  exactly  shown  in  the  preceding  table,  which  exhibits  the 
equivalent  in  specie  of  the  wages  paid  to  the  privates  of  the 
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army  by  months,  from  July  1861  to  the  close  of  1865.  Chart 
XIII  (page  478)  gives  a  graphic  representation  of  the  decline 
of  the  specie  value  of  the  pay. 

VARIATIONS  IN  THE   PURCHASING   POWER    OF   A   SOLDIER'S    MONTHLY 

PAY  OVER  COMMODITIES.* 


1860-January 
1861-July.... 

October 
1862-January 

April. . . 

July.... 

October 
1863-January 

April  . . 

July.... 

October 
1864-January 

April  . . 

July. . . . 

October 
1865-January 

April . . 

July.... 

October 


Relative 
prices 


100 

95 
125 

"3 

112 

117 
131 

MS 

165 

161 
161 
188 
199 

250 
252 
261 

208 
193 

214 


Average 

monthly  pay 

of  private  for 

taeqoaster 


$12 

13 
13 
13 
13 
13 
13 
13 
13 
13 

15 
16 

16 

16 

16 

16 

16 


Purchasing 

power  of 
monthly  pay 

over 
commodities 


$12.98 

10.40 

11*50 

II.61 

II. II 

9.92 

8.81 

7.88 

8.07 

8.07 

6.91 

7.54 
6.40 

6.39 
6.13 
7.69 
8.29 

7.47 


Spede  value 
of  the  pay 


$11.00 

13-00 
12.69 

12.81 

11.26 

lO.II 

8.96 

8.58 

9.96 

8.80 

8.36 

7-53 
6.19 

7.73 

7.41 

10.77 

11.26 

10.99 


Perhaps  this  decline  in  the  amount  of  commodities  which  the 
soldiers  could  buy  with  their  pay  was  the  most  regrettable 
result  of  the  issue  of  the  greenbacks.  The  addition  of  hundreds 
of  millions  to  the  public  debt  was  a  more  dramatic  outworking 
of  the  policy,  and  one  that  has  attracted  more  attention.  But 
it  is  probable  that  those  who  suffered  most  keenly  from  the 
depreciation  of  the  currency  were  the  soldiers  on  the  field  of 
battle,  and  their  families  at  home  who  were  largely  dependent 
for  their  support  upon  {13  a  month. 

321.  It  is  also  to  be  observed  that  in  the  period  after  the 

'  It  will  t)e  observed  that  the  purchasing  power  of  the  pay  is  shown  to  be  less  by 
the  use  of  the  commodity  standard  than  by  the  specie  value  of  the  currency.  How- 
ever, as  was  suggested  above,  a  part  of  this  rise  of  prices  would  probably  have 
occurred  during  the  war  even  on  a  specie  basis. 
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SPECIE  VALUE  OF  A  SOLDIER's  FAT. 
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Civil  War,  when  the  paper  standard  was  slowly  rising  until  it 
reached  par  in  1879  —  in  the  period  when  prices  were  falling — 
the  laborer's  condition  was  improving.  As  prices  fell,  his 
wages  had  greater  purchasing  power.  A  casual  study  of  Chart 
XII  will  show  that  from  even  before  1870,  the  line  representing 
the  purchasing  power  of  wages  steadily  rose  as  prices  fell.  By 
1890,  while  prices  were  only  92.3  per  cent,  of  what  they  had 
been  in  i860,  wages  were  158.9  per  cent,  of  what  they  had  been 
in  i860,  and  these  wages  bought  172.1  per  cent,  of  what  the 
wages  of  i860  obtained.  In  short,  while  producers  and  employ- 
ers were  complaining  of  the  fall  of  prices  (due  to  a  rise  in  the 
value  of  the  paper  standard),  the  great  body  of  laborers  were 
being  benefited  in  a  corresponding  proportion. 


THE  RETIREMENT  OF  THE  UNITED  STATES  NOTES. 

322.  From  the  brief  history  of  the  United  States  notes  which 
has  been  given  it  will  be  apparent  that  these  notes  were  issued 
in  time  of  war  under  the  plea  of  necessity.  The  government,  feel- 
ing itself  unable  at  the  time  to  borrow,  through  the  ordinary 
channels,  the  vast  sums  needed  for  carrying  on  the  war,  resorted 
to  the  issue  of  legal-tender  paper  as  a  means  of  floating  a  forced 
loan  without  interest.  Even  so,  however,  the  intention  was 
clearly  expressed  that  the  debt  thus  contracted  should  be  paid 
at  an  early  day.  For  it  was  recognized  that  these  obligations 
were  but  debts  ;  the  United  States  note  was  not  standard  money  ; 
it  was  merely  a  promise  to  pay  that  kind  of  money.  Given 
power  to  cancel  debts  equal  to  that  possessed  by  the  money  it 
promised  to  pay,  the  United  States  note  became  an  instrument 
for  unsettling  business  and  working  an  immense  amount  of  injus- 
tice. This,  then,  constitutes  one  reason  for  the  payment  of 
these  notes  of  the  United  States  at  the  earliest  possible  date. 
Such  payment  would  only  be  fulfilling  a  promise  made  years 
ago.  Whatever  the  sentimental  considerations  which  may  gather 
about  the  greenback,  they  are  outraged  by  the  proposition  to 
abandon  this  principle  of  early  payment  which  underlay  its 
origin. 

The  dangers  and  evils  of  a  depreciating  standard  have  been 
too  recently  experienced  in  this  country  to  permit  the  continuance 
of  our  government  paper  without  menace  to  our  business.  So 
long  as  these  notes  remain,  the  knowledge  that  they  have  once 
constituted  a  depreciated  and  fluctuating  currency  will  continue 
to  fill  the  minds  of  our  business  men  with  apprehension,  and 
thus  act  as  a  constant  drag  upon  that  perfect  confidence  which 
the  fullest  measure  of  prosperity  demands. 

323.  As  against  all  arguments  for  the  retirement  and  cancella- 
tion of  the  United  States  notes,  the  apologists  for  such  a  cur- 
rency point  only  to  the  saving  of  interest  to   the   government 
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which  they  effect.  If  the  government,  needing  money  to  meet 
its  expenses,  finds  that  the  community  will  accept  its  notes  with- 
out interest,  it  can  by  issuing  them  save  the  interest  which  it 
would  otherwise  have  to  pay  upon  the  bonds  sold  to  raise  the 
funds  required.  As,  however,  it  has  to  keep  on  hand  some 
reserve  of  money  in  order  to  maintain  the  constant  redemption 
of  the  notes  in  standard  money,  the  government  can  in  any  case 
save  the  interest  only  on  the  difference  between  the  notes  which 
it  has  issued  and  the  gold  reserve  which  it  keeps  for  their 
redemption.  But,  even  after  making  full  allowance  for  this 
reserve,  the  fact  remains,  it  is  pointed  out,  that  the  government 
has  for  years  been  saving  the  interest  upon  some  $200,000,000. 

This,  however,  is  but  one  side  of  the  account.  On  the 
other  side  must  be  mentioned  all  those  items  of  special  cost 
which  must  be  charged  against  the  greenbacks,  and  several 
considerations  of  public  policy  which  would  go  far  to  outweigh 
any  saving  of  interest  which  might  actually  exist.  The  first  of 
these  is  the  considerable  expense  involved  in  printing,  counting, 
registering,  handling,  and  redeeming  a  paper  currency.  A  large 
part  of  this  expense  is  so  interwoven  with  other  Treasury  opera- 
tions that  it  cannot  be  separately  stated.  But  the  actual  cost  of 
the  special  operations  chargeable  to  government  paper  alone 
amounts  to  more  than  $1,000,000  a  year.  This,  then,  is  one 
item  which  must  be  set  off  against  the  saving  of  interest. 

324.  Another  fact  of  supreme  importance  in  weighing  the 
advantages  and  disadvantages  of  our  government  demand  obli- 
gations, is  that  this  saving  of  interest — whatever  it  may  be — 
is  at  the  expense  of  the  credit  of  the  government  and  is  over- 
balanced by  occasional  heavy  sacrifices.  This  principle  is  fully 
recognized  in  ordinary  business  life.  Many  a  merchant  who 
might  borrow  on  call  at  i  J^  per  cent,  interest,  actually  prefers 
to  borrow  on  time  at  4  or  5  per  cent. — notwithstanding  the 
apparent  saving  of  interest  in  borrowing  on  call.  The  reasons 
for  this  preference  are  obvious.  In  the  first  place,  he  realizes 
that  if  he  makes  large  demand  loans  at  a  low  rate  of  interest,  or 
even  at  no  interest  at  all,  though  for  a  time  everything  may 
move  smoothly  and  none  of  his  obligations  be  presented  in  such 
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a  way  as  to  embarrass  him,  nevertheless  at  the  least  rumor  of 
threatened  insolvency  he  will  be  called  upon  to  meet  these 
obligations.  In  other  words,  he  will  be  called  upon  to  pay  them 
at  the  very  time  when  he  is  least  able  to  do  so ;  and  the  sacrifice 
which  he  will  have  to  make  at  such  a  time  to  raise  the  necessary 
sum  to  pay  off  his  demand  loans  will  more  than  counterbalance 
the  previous  saving  of  interest.  This  is  one  of  the  reasons  why 
a  good  business  man  will  never  permit  a  large  amount  of  his 
demand  notes  to  remain  outstanding. 

The  same  considerations  apply  to  the  demand  obligations  of 
a  government.  Though  it  may  for  a  time  be  able  to  save  con- 
siderable amounts  of  interest  by  issuing  its  demand  obligations 
without  interest,  the  special  expense  and  loss  involved  in  having 
to  secure  funds  at  a  great  sacrifice  at  the  particular  time  when 
its  credit  is  no  longer  good  and  when  its  obligations  are  pre- 
sented for  payment,  are  likely  to  more  than  counterbalance  the 
saving  of  interest.  So  long  as  the  credit  of  the  government  is 
high,  and  there  is  no  question  as  to  its  ability  and  intention  to 
pay  all  of  its  obligations  in  the  best  money,  it  is  not  probable 
that  many  will  be  presented.  This  is  what  happened  in  the 
United  States  prior  to  about  1890.  But  whenever  the  notes  are 
presented  (except  because  of  redundancy,  or  to  a  slight  extent 
as  a  convenient  means  of  obtaining  gold  for  jewelers'  uses,  etc.), 
it  will  be  because,  for  some  reason,  the  credit  of  the  government 
is  impaired,  and  the  public  has  lost  confidence  in  its  ability  or 
intention  to  pay  these  obligations  in  accordance  with  the 
accepted  understanding  of  the  terms.  At  such  a  time,  the  same 
considerations  which  lead  to  the  presentation  for  payment  of  the 
government's  demand  obligations  will  also  make  heavy  sacrifices 
necessary  in  order  to  raise  the  requisite  funds  promptly.  This 
is  the  reason  why  the  bonds  sold  in  1 894-1 896  netted  the  gov- 
ernment some  (40,000,000  less  than  the  amounts  for  which  the 
same  bonds  could  have  been  sold  a  few  years  earlier,  when 
public  apprehension  had  not  been  so  much  aroused.  In  1890 
and  1 89 1  United  States  4  per  cent,  bonds  of  1907  were  selling 
at  from  120  to  125.  On  the  basis  of  even  the  lowest  of  these 
prices  the  5  per  cent,  bonds  of   1904  which  were  sold  in  1894 
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would  have  been  worth  more  than  122  ;  the  4  per  cent,  bonds  of 
1925  sold  in  1895  would  have  been  worth  about  132,  and  those 
sold  in  1896  about  131.  Had  these  bonds  been  sold  gradually 
in  those  earlier  years  when  there  was  no  public  apprehension, 
instead  of  being  thrown  in  large  quantities  on  an  over-sensitive 
market,  when  the  credit  of  the  government  was  shaken  by  a 
rapid  presentation  of  notes  for  redemption,  resulting  in  a  deple- 
tion of  the  gold  reserve,  they  would  have  bought,  on  the  basis 
of  prices  in  1 89 1,  over  8335,000,000  instead  of  the  $293,400,000 
which  was  actually  received.  This  difference  of  over  $40,000,000 
is  another  sum  which  must  set  off  against  the  saving  of  interest. 

This,  however,  is  not  all.  The  merchant  who  borrows  on 
time  at  4  or  5  per  cent,  and  arranges  his  loans  in  such  a  way 
that  he  knows  just  when  he  will  have  to  meet  them,  in  prefer- 
ence to  borrowing  on  call  at  I  ^  per  cent.,  appreciates  thor- 
oughly that  his  credit  in  the  community  is  thereby  strength- 
ened. The  loaning  public  views  with  suspicion  a  man  with 
a  large  amount  of  demand  paper  outstanding — not  because  the 
amount  is  more  than  he  could  meet  with  ease  if  he  knew,  long 
enough  in  advance,  when  he  would  have  to  meet  it,  but  because 
his  insolvency  is  likely  to  be  precipitated  at  any  time  by  the 
presentation  of  a  large  amount  of  this  paper  at  an  unexpected 
moment.  The  merchant's  credit  is  therefore  better,  and  he  is 
able  to  borrow  on  time  at  uniformly  lower  rates,  if  it  is  under- 
stood that  his  loans  are  so  adjusted  as  to  fall  due  at  times  when 
arrangements  can  be  made  to  meet  them.  This  analogy  applies 
in  large  part  to  the  action  of  governments.  For  unquestionably 
the  popular  apprehension,  raised  and  maintained  by  the  existence 
of  a  large  amount  of  government  demand  obligations,  has  had 
a  decided  tendency,  throughout  all  the  years  in  which  this  appre- 
hension has  existed,  to  increase  the  rate  at  which  the  government 
could  borrow. 

But  aside  from  the  direct  loss  to  the  government  through 
the  lower  prices  realized  for  bonds  when  sold  at  the  time  that 
shaken  confidence  leads  to  the  presentation  of  the  notes,  our 
greenback  currency  has,  directly  or  indirectly,  caused  untold 
losses  to  the  business  interests  of  the  country.    Constantly  before 
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the  eyes  of  the  public  as  a  large  governmental  demand  obliga- 
tion, they  have  added  greatly  to  the  apprehension  growing  out 
of  the  increasing  difficulty  in  maintaining  a  parity  between  our 
gold  and  silver  coins.  In  this  way,  they  have  been  responsible 
for  much  of  the  shock  to  confidence  and  the  accompanying 
business  depression  which  we  have  witnessed  in  the  last  five 
years.  The  amount  of  this  loss  is  not  calculable,  but  it  must  be 
evident  to  every  careful  observer  that  it  has  been  enormous. 

32S«  Another  great  objection  to  the  United  States  notes  is 
the  lack  of  any  connection  between  the  note-issues  and  com- 
mercial demands.  Even  if  such  a  currency  did  result  in  a  net 
saving,  after  making  full  allowance  for  the  other  considerations 
which  have  been  suggested,  it  would  still  not  be  clear  that  it 
was  a  desirable  currency;  for  it  is  much  less  serviceable  to 
the  community  than  a  properly  adjusted  bank  currency.  The 
latter,  as  fully  explained  in  Part  II  of  this  report,  is  elastic  :  it 
expands  and  contracts  automatically  with  varying  demands; 
there  is  never  so  much  that  a  redundancy  breeds  speculation 
and  endangers  legitimate  business ;  there  is  never  so  little  that 
the  convenient  transaction  of  business  is  hampered  through  the 
fact  that  the  actual  supply  of  currency  is  less  than  legitimate 
demands.  Our  system  of  United  States  notes,  however,  is 
absolutely  irresponsive  to  business  needs.  The  amount  of  such 
currency  is  fixed.  In  times  of  extraordinary  need  no  additional 
supply  is  forthcoming,  and  when  the  need  for  currency  lessens 
the  supply  must  remain  the  same.  At  such  times  it  piles  up  in 
the  financial  centers  and  breeds  speculation.  It  is  thus  much 
more  rigid  and  inelastic  than  a  currency  of  gold ;  for  the  latter 
will  be  increased  by  imports  if  more  is  needed ;  and,  if  redun- 
dant, a  portion  will  be  shipped  abroad.  The  greenback  currency 
has  no  connection  with  the  needs  of  business,  but  is  put  out  by 
the  government  only  in  the  payment  of  its  expenses.  The  bank- 
note, on  the  contrary,  is  developed  from  the  exchanges  of  prop- 
erty which  give  rise  to  a  demand  for  more  currency.  It  is  a 
commercial  device,  and  if  left  free  to  do  so,  will  serve  com- 
merce economically  and  effectively. 

326.  A   most  important    consideration  'still   remains  to  be 
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noted.  The  saving  of  interest,  which  has  been  held  up  as  the 
all-sufficient  reason  for  the  existence  of  the  greenback,  is,  as  a 
matter  of  fact,  no  saving  at  all.  What  has  been  saved  to  the 
government,  and  thus  to  the  tax- payers,  has  been  taken  from 
the  community  as  a  whole.  There  is  no  way  in  which  a  govern- 
ment can  make  something  out  of  nothing.  The  United  States 
notes  have  merely  been  substituted  in  the  fields  of  general  cir- 
culation for  expedients  like  bank-notes,  which  the  community 
itself  would  otherwise  have  evolved  if  left  free  to  do  so.  As 
shown  in  earlier  sections  of  this  Report,  the  benefit  arising  from 
every  economy  of  this  sort  which  the  community  makes,  even 
though  the  immediate  instrumentality  may  be  the  banks,  is  dif- 
used  eventually  through  the  whole  community. 

That  is  to  say,  if  the  mechanism  of  exchange  comes  to  be 
carried  on  with  the  use  of  a  less  expensive  tool  than  gold,  the 
saving  is  one  which,  by  diffusion,  goes  to  the  whole  community. 
A  little  thought  will  indicate  the  process  through  which  this  is 
brought  about.  When  any  community  which  previously  used 
actual  money  as  a  medium  of  exchange,  takes  up  the  use  of 
bank-notes  and  deposits  as  a  currency  with  which  to  transact 
its  business,  the  first  step  is  that  the  banks  find  themselves  able 
to  increase  their  loans  very  largely.  Assuming  that  it  is  neces- 
sary for  them  to  carry  a  reserve  of  25  per  cent,  against  their 
demand  liabilities,  they  are  able  to  increase  their  loans  to  the 
extent  of  75  per  cent,  of  the  notes  and  deposits  which  the  com- 
munity then  uses.  So  far  as  the  community  is  concerned,  this 
is  practically  the  same  as  an  increase  of  loanable  funds,  and 
its  effect  will  be  to  lower  the  rate  of  interest  upon  loans  to  the 
same  extent  as  the  introduction  from  outside  into  that  com- 
munity of  an  equal  amount  of  capital  would  have  done.  It 
might  appear  at  first  thought  that  the  benefit  would  go  to  the 
banks,  inasmuch  as  they  would  be  enabled  to  increase  their 
loans  without  securing  additional  capital.  However  this  might 
be  where  banking  was  a  monopoly,  it  is  very  clear  that  where 
the  field  is  open  to  full  competition,  as  in  the  national  banking 
system,  there  can  be  no  larger  profits  secured  in  banking  than 
in  other  occupations.     The  result  of  the   competition  of   the 
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banks  in  the  system  for  borrowers  to  take  up  the  increased  funds 
would  inevitably  be  a  lower  rate  of  interest.  A  portion  of  the 
banking  capital  would  be  rendered  superfluous  at  existing  rates 
of  interest,  and  would  be  driven  out  of  banking  into  other  occu- 
pations. Not  only  would  the  rate  of  interest  be  lowered,  but 
by  that  lower  interest  certain  occupations  depending  upon 
borrowed  capital  would  be  made  more  profitable  than  before, 
and  thus  attract  capital  from  banking  into  other  occupations. 
But  the  benefits  of  lower  interest  would  not  remain  merely  with 
those  who  borrow  at  banks,  or  even  with  all  borrowers,  but, 
through  the  reduction  of  one  element  in  the  cost  of  producing 
commodities  the  saving  effected  is  handed  on  to  producers  and 
thence  to  consumers. 

So  that  if,  instead  of  the  issue  of  $200,000,000  of  govern- 
ment credit  currency,  the  community  had  been  left  free  to  evolve 
its  own  medium  of  exchange  in  a  natural  way,  it  not  only  would 
have  had  a  currency  more  serviceable,  because  more  responsive 
to  its  needs,  but  in  evolving  this  currency  it  would  have  secured 
for  itself  the  saving  which  resulted.  This  is  precisely  what  has 
taken  place  in  the  development  of  that  most  important  medium 
of  exchange — deposits — used  by  our  commercial  communities; 
and  it  is  precisely  what  would  have  taken  place  in  our  rural 
communities,  if  they  had  been  left  free  to  improvise  the  kind  of 
currency  needed  for  the  convenient  transaction  of  their  business 
— bank-notes. 

SEPARATION    OF    THE     FISCAL     AND     MONETARY    FUNCTIONS    OF   THE 

TREASURY. 

327.  Pending  the  ultimate  payment  of  the  demand  obligations 
of  the  government  and  their  final  withdrawal  from  circulation  and 
cancellation,  there  are  many  considerations  which  demand  that 
better  provision  should  be  made  for  their  immediate  redemption. 

Heretofore  there  has  been  no  separation  of  the  monetary  and 
fiscal  functions  of  the  Treasury.  There  has  been  no  special  fund 
devoted  to  the  payment  of  the  United  States  notes ;  all  the  Treas- 
ury obligations,  whether  connected  with  the  currency  or  not,  have 
been  allowed  to  draw  upon  a  common  fund ;  nor  has  there  been 
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any  method  of  meeting  temporary  deficiencies  in  the  revenue 
except  by  the  impairment  of  the  general  Treasury  balances,  and 
an  accompanying  weakening  of  the  reserve  available  for  the 
redemption  of  the  United  States  notes.  Thus  the  redemption  of 
a  large  portion  of  our  currency  is  dependent  upon  a  favorable 
balance  between  the  revenues  and  expenditures  of  the  govern- 
ment. If  the  government  had  no  such  demand  outstanding  obli- 
gations serving  as  a  part  of  the  currency  with  which  business 
is  carried  on,  a  deficiency  of  revenue  would  be  of  little  impor- 
tance to  business ;  everyone  would  know  that  it  could  easily  be 
cured  by  the  increase  of  revenue  or  by  reduction  of  expenditures. 
Private  credit,  which  would  be  the  basis  of  most  commercial 
transactions,  would  not  be  affected  at  all,  and  public  credit  only 
slightly,  if  at  all ;  but  under  existing  circumstances  any  serious 
deficiency  in  revenue  produces  uncertainty  in  all  contracts  and 
disturbance  in  business,  because  it  raises  apprehension  as  to  the 
ability  of  the  government  to  maintain  redemption  of  the  cur- 
rency. 

These  considerations  make  it  expedient  that  so  long  as  the 
United  States  notes  remain  as  a  part  of  our  currency,  there 
should  be  set  aside  for  the  maintenance  of  their  redemption 
some  definite  reserve  which  cannot  be  impaired  by  drafts  for 
other  purposes.  The  Commission  has,  therefore,  recommended 
the  establishment  of  a  Division  of  Issue  and  Redemption  to 
which  shall  be  transferred  an  amount  of  gold  equal  to  25  per  cent, 
of  the  aggregate  United  States  notes  and  Treasury  notes,  and  5 
per  cent,  of  the  silver  dollars  heretofore  coined ;  the  silver  dol- 
lars and  bullion  now  held  against  the  Treasury  notes  are  also  to 
be  transferred  to  this  Division.  The  sale  of  this  bullion,  as 
opportunity  may  offer,  will  add  to  the  gold  reserve  thus  estab- 
lished ;  while  the  provision  for  appropriation  of  surplus  revenue 
from  time  to  time,  and  the  power  given  to  sell  bonds*  for  gold  if 

'The  recommendations  of  the  Commission  touching  the  sale  of  government 
obligations  for  the  purpose  of  maintaining  the  gold  reserve  are  two  in  number  : 
(i)  that  the  Secretary  be  authorized  to  borrow  upon  bonds  of  low  denomination,  bear- 
ing a  low  rate  of  interest,  and  running  for  a  short  term  only ;  and  (2)  that  the  Secre- 
tary be  authorized  to  receive  payments  at  all  money  order  post-ofiices  in  sums  of  not 
less  than  $50,  recording  the  amounts  so  borrowed  upon  the  books  of  the  Treasury, 
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necessary,  insure  the  maintenance  of  whatever  reserve  experience 
shall  prove  necessary.  It  is  not  intended  to  require  that  the  25 
per  cent,  reserve  with  which  the  Division  is  to  be  inaugurated 
should  be  maintained  at  all  times ;  indeed,  it  is  quite  probable 
that  with  the  opportunity  to  sell  gold  bonds  at  any  time,  perfect 

and  issuing  certificates  therefor  (instead  of  selling  bonds  of  the  usual  form).  Two 
main  objects  will  be  attained  by  these  provisions,  (i)  the  small  capitalist  will  be 
enabled  to  become  an  investor  in  government  securities,  and  (2)  the  debt  will  there- 
fore  be  owned  in  much  smaller  lots  than  at  present.  In  this  way,  persons  living  in 
those  portions  of  the  country  where  savings  banks  are  few  or  are  unreliable  in  char- 
acter will  be  provided  with  a  form  of  investment.  At  the  same  time  the  debt  will  be 
much  more  largely  owned  at  home  than  is  now  the  case  and  greater  stability  in 
public  credit  will  thereby  be  assured. 

These  recommendations  are  based  upon  the  best  current  practice  of  other  coun- 
tries. Not  to  multiply  examples,  the  rente  of  France  and  the  public  debt  of  England 
may  be  cited  as  instances  showing  how  the  system  of  "  inscription  "  operates.  Rente  is 
the  name  given  to  the  French  government  obligations  and  represents  the  annual 
interest  on  credits  inscribed  upon  the  so-called  Grand-Livre  or  great  ledger  of  the 
Public  Debt  of  France.  Rentes  are  of  several  kinds :  They  may  be  either  annuities 
(a  fixed  annual  payment  during  the  life  of  the  owner) ;  or  perpetual  rentes,  in  which 
case  the  owner  cannot  demand  repayment  of  his  loan  although  it  may,  practically,  be 
repaid  at  the  pleasure  of  the  state;  or  &mortisable  rentes,  in  which  the  capital  is 
divided  into  175  series,  annually  reimbursable  by  lot,  and  extinguishable  at  the  end  of 
75  years. 

Rentes  may  be  obtained  through  subscription  by  private  individuals,  in  sums  as 
low  as  three  francs  at  a  payment ;  and  a  large  portion  of  the  French  public  debt  has 
been  so  contracted.  The  pa3rments,  made  by  subscribers  to  the  rente,  are  received  by 
the  fiscal  agents  of  the  government,  and  are  registered  in  an  auxiliary  ledger  which  is 
kept  by  the  general  receiver  of  taxes  in  each  of  the  departments.  The  accounts  of 
each  of  these  ledgers  are  transferred  to  the  great  ledger  at  Paris.  The  subscriber, 
upon  making  his  payment,  receives  a  debt -certificate  running  somewhat  as  follows : 
"The  Director  of  the  inscribed  debt  certifies  that  A  is  registered  upon  the  Great 

Ledger  of  the per  cent,  debt  for  an  annual  payment  [rente]  of francs 

with  intereist  thereon  since 18 — ."    The  rente  credit  may  be  transferred  to  the 

ledger  of  any  other  department  than  that  where  it  originated.  Several  certificates 
may  be  exchanged  for  one  or  they  may  be  transferred  to  other  owners.  On  selling 
rente  the  owner  signs  a  certificate  of  transfer  to  which  is  also  appended  the  signature 
of  a  duly  authorized  notary.  This  document  and  the  old  certificate  of  inscription  are 
handed  to  the  local  government  transfer  inscription-ofiice  with  a  document  in  which 
the  rente  is  stated  by  the  government  agent  to  be  the  lawful  property  of  the  seller, 
and  wherein  he  certifies  that  the  buyer  is  the  person  indicated.  A  certificate  is  then 
issued  in  return  and  when  this  is  handed  in  by  the  purchaser  two  dajrs  later  the  new 
certificate  of  inscription  is  issued. 

Interest  is  paid  upon  the  subscriber's  showing  his  certificate ;  but,  in  case  (as  is 
most  usual)  the  certificate  is  made  out  in  the  name  of  the  subscriber,  it  will  be  paid 
only  at  that  place  where  the  r^nte  is  at  that  time  registered.    Certificates  may  be 
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confidence  and  ability  to  redeem  all  notes  presented  would  be 
secured  with  a  reserve  much  smaller.  This,  however,  is  a  matter 
which  might  well  be  left  to  the  discretion  of  the  Secretary  of 
the  Treasury. 

personal  or  they  may  be  payable  to  bearer,  and  in  that  case  are  provided  with  coupons 
or  they  may  run  in  the  name  of  the  subscriber  but  are  furnished  with  bearer-coupons. 
The  two  latter  clashes  are  given  out  only  to  persons  who  have  full  legal  control  over 
their  property.    They  are  not  given  out  for  4  and  4^  per  cent,  rentes* 

In  case  the  personal  certificates  of  rente  are  lost,  new  ones  will  be  given  out  upon 
proper  declaration  and  demand  by  the  owner,  before  specified  civil  authorities.  The 
same  will  be  done  in  the  case  of  the  rente  running  in  a  specified  name  but  with  bearer- 
coupons,  provided  the  state  be  guaranteed  against  loss  on  the  latter.  Bearer-rentes 
will  be  renewed  in  case  of  loss,  upon  the  owner's  making  a  declaration  of  loss  and  com- 
plying with  prescribed  regulations  intended  to  guarantee  the  government  against 
double  payment  of  coupons. 

In  England,  the  control  of  the  debt  has  been  placed  by  the  state  in  the  charge  of 
the  Bank  of  England,  which  receives  a  commission  of  ;^300  upon  every  ;^i, 000,000 
of  debt  transferred.  This  commission  amounts  annually  to  about  ;f 200,000.  In 
floating  loans,  the  state  offers  on  each  ;^  100  of  nominal  value  of  the  debt  from  2>^  to 
5  per  cent,  interest,  the  quotation  at  which  the  securities  are  issued  being  regulated  by 
reference  to  the  rate  of  interest  paid.  The  individual  subscribes  at  a  stockbroker's 
for  the  sum  he  desires,  and  then  pays  into  the  bank  an  amount  reckoned  according  to 
the  quotation  of  the  debt.  This  debt  is  redeemable  at  the  pleasure  of  the  state,  and 
only  the  annual  interest  can  be  demanded  by  the  lender.  The  nominal  amount  of  the 
loan  is  registered  by  the  bank  opposite  the  name  of  the  subscriber  in  a  "  great  ledger  " 
containing  the  names  of  all  creditors  on  account  of  the  public  debt.  In  order  to  draw 
the  interest  when  due  the  subscriber  must  present  himself  either  in  person  or  through 
an  accredited  representative  at  the  bank  in  London.  Here  he  signs  a  receipt  for  the 
interest,  the  signature  of  another  person  who  shall  vouch  for  the  identity  of  the 
recipient  being  required  in  the  payment  of  the  larger  sums,  and  receives  a  warrant 
which  may  be  cashed  at  the  paying-office. 

Ownership  of  portions  of  the  public  debt  may  be  transferred  as  follows :  the  clerk 
of  the  stockbroker  selling  the  title  to  the  debt  presents  himself  at  the  bank  and  informs 
himself  with  what  amount  the  seller  is  credited.  The  seller  then  fills  out  and  signs  a 
formula  transferring  the  amount  to  the  purchaser.  At  the' same  time  it  must  be  signed 
by  two  guarantors  of  his  identity,  and  if  the  purchaser  is  willing  his  signature  is 
obtained  as  well.    The  credit  is  then  transferred  on  the  great  ledger. 

Creditors  may  receive  certificates  in  denominations  of  £^Q  and  multiples  thereof 
with  five-year  coupons  payable  to  bearer.  In  case  the  certificate  be  lost  the  owner 
may  prove  the  loss  and,  upon  his  personal  bond,  receive  a  new  certificate. 

For  more  complete  information  see  Say  :  Dictionnaire  des  Finances^  II,  pp.  1051- 
1072 ;  and  ScAant*  Finanz-Arckiv^  I,  pp.  269  et  seq. 
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APPENDIX  L 

DIGEST  OF  LAWS  OF  THE  UNITED  STATES  RELATING  TO 
COINAGE,  CURRENCY,  AND  BANKING. 

[Chronologically  arranged.] 

CONSTITUTION   OF   THB  UNITSD  STATSS. 

Art.  I,  Sec.  8,  Par.  5.  The  Congress  shall  have  power  *  *  *  to 
coin  money,  regulate  the  value  thereof,  and  of  foreign  coin,  and  fix  the 
standard  of  weights  and  measures. 

Art.  I,  Sec.  10,  Par.  i.  No  state  shall  *  *  *  coin  money ;  emit  bills 
of  credit ;  make  anything  but  gold  and  silver  coin  a  tender  in  payment  of 
debts;    *    *    *. 

ACT  OF   APRIL  2,  1792. — An  act  establishing  a  mint  and  regulating  the 

Coins  of  the  United  States. 

[i  Statutes  at  Lai]^,  p.  346. J 

Section  i.  Be  it  enacted^  etc..  That  a  mint  for  the  purpose  of  a  national 
coinage  be,  and  the  same  is  established ;  to  be  situate  and  carried  on  at  the 
seat  of  the  government  of  the  United  States,  for  the  time  being :  And  that 
for  the  well  conducting  of  the  business  of  the  said  mint,  there  shall  be  the 
following  officers  and  persons,  namely, — a  Director,  an  Assayer,  a  Chief 
Coiner,  an  Engraver,  a  Treasurer. 

[Secs.  2,  3,  4,  5,  6,  7,  and  8  relate  to  the  duties  of  the  several  mint  officers, 
their  oaths,  bonds,  salaries,  and  accounts,  and  the  maintenance  of  the  mint.] 

Sec.  9.  And  be  it  further  enacted^  That  there  shall  be  from  time  to  time 
struck  and  coined  at  the  said  mint,  coins  of  gold,  silver,  and  copper,  of  the 
following  denominations,  values  and  descriptions,  viz.  Eagles — each  to  be  of 
the  value  of  ten  dollars  or  units,  and  to  contain  two  hundred  and  forty-seven 
grains  and  four-eighths  of  a  grain  of  pure,  or  two  hundred  and  seventy  grains 
of  standard  gold.  Half  Eagles  —  each  to  be  of  the  value  of  five  dollars,  and 
to  contain  one  hundred  and  twenty-three  grains  and  six-eighths  of  a  grain  of 
pure,  or  one  hundred  and  thirty-five  grains  of  standard  gold.  Quarter 
Eagles — each  to  be  of  the  value  of  two  dollars  and  a  half  dollar,  and  to  contain 
sixty-one  grains  and  seven-eighths  oi  a  grain  of  pure,  or  sixty-seven  grains 
and  four-eighths  of  a  grain  of  standard  gold.  Dollars  or  units — each  to  be 
of  the  value  of  a  Spanish  milled  dollar  as  the  same  is  now  current,  and  to 
contain  three  hundred  and  seventy-one  grains  and  four-sixteenth  parts  of  a 
grain  of  pure,  or  four  hundred  and  sixteen  grains  of  standard  silver.  Half 
Dollars — each  to  be  of  half  the  value  of  the  dollar  or  unit,  and  to  contain  one 
hundred  and  eighty-five  grains  and  ten-sixteenth  parts  of  a  grain  of  pure,  or 
two  hundred  and  eight  grains  of  standard  silver.  Quarter  Dollars  —  each  to 
be  of  one-fourth  the  value  of  the  dollar  or  unit,  and  to  contain  ninety-two 
grains  and  thirteen-sixteenth  parts  of  a  grain  of  pure,  or  one  hundred  and 
four  grains  of  standard  silver.  Dismes  —  each  to  be  of  the  value  of  one- 
tenth  of  a  dollar  or  unit,  and  to  contain  thirty-seven  grains  and  two-sixteenth 
parts  of  a  grain  of  pure,  or  forty-one  grains  and  three-fifth  parts  of  a  grain  of 
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standard  silver.  Half  Dismes — each  to  be  of  the  value  of  one-twentieth  of 
a  dollar,  and  to  contain  eighteen  grains  and  nine-sixteenth  parts  of  a  grain 
of  pure,  or  twenty  grains  and  four-fifth  parts  of  a  grain  of  standard  silver. 
Cents — each  to  be  of  the  value  of  the  one-hundredth  part  of  a  dollar,  and 
to  contain  eleven  pennyweights  of  copper.'  Half  Cents — each  to  be  of  the 
value  of  half  a  cent,  and  to  contain  five  pennyweights  and  half  a  pennyweight 
of  copper. 

[Sec.  id  specifies  the  devices  to  appear  upon  the  coins  authorized.] 

Sec.  II.  And  be  it  further  enacted^  That  the  proportional  value  of  gold 
to  silver  in  all  coins  which  shall  by  law  be  current  as  money  within  the 
United  States,  shall  be  as  fifteen  to  one,*  according  to  quantity  in  weight,  of 
pure  gold  or  pure  silver ;  that  is  to  say,  evety  fifteen  pounds  weight  of  pure 
silver  shall  be  of  equal  value  in  all  payments,  with  one  pound  weight  of  pure 
gold,  and  so  in  proportion  as  to  any  greater  or  less  quantities  of  the  respec- 
tive metals. 

Sec.  12.  And  be  it  further  enacted^  That  the  standard  for  all  gold  coins 
of  the  United  States  shall  be  eleven  parts  fine  to  one  part  alloy ;  and  accord- 
ingly that  eleven  parts  in  twelve  of  the  entire  weight  of  each  of  the  said  coins 
shall  consist  of  pure  gold,^  and  the  remaining  one-twelfth  part  of  alloy ;  and 
the  said  alloy  shall  be  composed  of  silver  and  copper,  in  such  proportions  not 
exceeding  one-half  silver  as  shall  be  found  convenient ;  to  be  regulated  by 
the  director  of  the  mint  for  the  time  being  with  the  approbation  of  the  Presi- 
dent of  the  United  States,  until  further  provision  shall  be  made  by  law. 
And  to  the  end  that  the  necessary  information  may  be  had  in  order  to  the 
making  of  such  further  provision,  it  shall  be  the  duty  of  the  director  of  the 
mint  at  the  expiration  of  a  year  after  commencing  the  operations  of  the 
said  mint  to  report  to  Congress  the  practice  thereof  during  the  said  year, 
touching  the  composition  of  the  alloy  of  the  said  gold  coins,  the  reasons  for 
such  practice,  and  the  experiments  and  observations  which  shall  have  been 
made  concerning  the  effects  of  different  proportions  of  silver  and  copper  in 
the  said  alloy. 

Sec.  13.  And  be  it  further  enacted ^  That  the  standard  of  all  silver  coins 
of  the  United  States,  shall  be  one  thousand  four  hundred  and  eighty- five  parts 
fine  to  one  hundred  and  seventy-nine  parts  alloy ;  and  accordingly  that  one 
thousand  four  hundred  and  eighty-five  parts  in  one  thousand  six  hundred  and 
sixty-four  parts  of  the  entire  weight  of  each  of  the  said  coins  shall  consist  of 
pure  silver,  and  the  remaining  one  hundred  and  seventy-nine  parts  of  alloy ; 
which  alloy  shall  be  wholly  of  copper.^ 

Sec.  14.  And  be  it  further  enacted.  That  it  shall  be  lawful  for  any  per- 
son or  persons  to  bring  to  the  said  mint  gold  and  silver  bullion,  in  order  to 
their  being  coined ;  and  that  the  bullion  so  brought  shall  be  there  assayed 
and  coined  as  speedily  as  may  be  after  the  receipt  thereof,  and  that  free  of 
expense  to  the  person  or  persons  by  whom  the  same  shall  have  been  brought.^ 
And  as  soon  as  the  said  bullion  shall  have  been  coined,  the  person  or  persons 
by  whom  the  same  shall  have  been  delivered,  shall  upon  demand,  receive  in 


'Weight  changed  by  Act  of  January  14,  1793,  to  208  grains  of  copper;  and  on 
January  26,  1796,  by  proclamation  of  the  President  under  authority  of  Sec.  8  of  Act  of 
March  3,  1795,  to  168  grains. 

'For  change  of  coinage  ratio,  see  Act  of  June  28,  1834,  and  Act  of  January  18, 
1837,  Sees.  8,  9,  10. 

3  See  Act  of  January  18, 1837,  Sec.  8. 

^The  retention  of  sufficient  bullion  to  cover  expenses  of  refining  directed  by  Act 
of  March  3,  1795,  Sec.  5 ;  Act  of  May  27,  1796 ;  April  24,  1800. 
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lieu  thereof  coins  of  the  same  species  of  bullion  which  shall  have  been  so 
delivered,  weight  for  weight,  of  the  pure  gold  or  pure  silver  therein  contained : 
Provided,  nevertheless.  That  it  shall  be  at  the  mutual  option  of  the  party  or 
parties  bringing  such  bullion,  and  of  the  director  of  the  said  mint,  to  make 
an  immediate  exchange  of  coins  for  standard  bullion,  with  a  deduction  of 
one-half  per  cent,  from  the  weight  of  the  pure  gold,  or  pure  silver  contained 
in  the  said  bullion,  as  an  indemnification' to  the  mint  for  the  time  which  will 
necessarily  be  required  for  coining  the  said  bullion,  and  for  the  advance 
which  shall  have  been  so  made  in  coins.  And  it  shall  be  the  duty  of  the 
Secretary  of  the  Treasury  to  furnish  the  said  mint  from  time  to  time  when- 
ever the  state  of  the  Treasury  will  admit  thereof,  with  such  sums  as  may  be 
necessary  for  effecting  the  said  exchanges,  to  be  replaced  as  speedily  as  may 
be  out  of  the  coins  which  shall  have  been  made  of  the  bullion  for  which  the 
monies  so  furnished  shall  have  been  exchanged  ;  and  the  said  deduction  of 
one-half  per  cent,  shall  constitute  a  fund  towards  defraying  the  expenses  of 
the  said  mint. 

Sec.  15.  And  be  it  further  enacted.  That  the  bullion  which  shall  be 
brought  as  aforesaid  to  the  mint  to  be  coined,  shall  be  coined,  and  the  equiva- 
lent thereof  in  coins  rendered,  if  demanded,  in  the  order  in  which  the  said 
bullion  shall  have  been  brought  or  delivered,  giving  priority  according  to 
priority  of  delivery  only,  and  without  preference  to  any  person  or  persons ; 
and  if  any  preference  shall  be  given  contrary  to  the  direction  aforesaid,  the 
officer  by  whom  such  undue  preference  shall  be  given,  shall  in  each  case  for- 
feit and  pay  one  thousand  dollars ;  to  be  recovered  with  costs  of  suit.  And 
to  the  end  that  it  may  be  known  if  such  preference  shall  at  any  time  be 
given,  the  assayer  or  officer  to  whom  the  said  bullion  shall  be  delivered  to  be 
coined,  shall  give  to  the  person  or  persons  bringing  the  same,  a  memorandum 
in  writing  under  his  hand,  denoting  the  weight,  fineness  and  value  thereof, 
together  with  the  day  and  order  of  its  delivery  into  the  mint. 

Sec.  16.  And  be  it  further  enacted, 'YhaX  all  the  gold  and  silver  coins 
which  have  been  struck  at,  and  issued  from  the  said  mint,  shall  be  a  law- 
ful tender  in  all  payments  whatsoever,  those  of  full  weight  according  to 
the  respective  values  herein  before  declared,  and  those  of  less  than  full 
weight  at  values  proportional  to  their  respective  weights. 

[Secs.  17,  18,  and  19  provide  for  the  preservation  of  accuracy  in  the  fine- 
ness and  weight  of  coin.] 

Sec.  20.  And  be  it  further  enacted.  That  the  money  of  account  of  the 
United  States  shall  be  expressed  in  dollars  or  units,  dismes  or  tenths,  cents 
or  hundredths,  and  milles  or  thousands,  a  disme  being  a  tenth  part  of  a  dollar, 
a  cent  the  hundredth  part  of  a  dollar,  a  mi  He  the  thousandth  part  of  a  dol- 
lar, and  that  all  accounts  in  public  offices  and  all  proceedings  in  the  courts 
of  the  United  States  shall  be  kept  and  had  in  conformity  to  this  regulation. 


ACT  OF  FEBRUARY  9,  1798.' —  An  act  regulating  foreign  coins,  making  them 

a  legal  tender,  and  establishing  their  ralue,  etc. 

[  z.    Statutes  at  Laree,  p.  300.  ] 

Sec.  I .  Be  it  enacted,  etc,,  That  from  and  after  the  first  day  of  July  next, 
foreign  gold  and  silver  coins  shall  pass  current  as  money  within  the  United 


'  The  subsequent  legislation  upon  this  subject  is  as  follows : 

Act  of  February  i,  lyqS — Suspends  section  2  of  above  act,  and  continues  for 
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States,  and  be  a  legal  tender  for  the  payment  of  all  debts  and  demands,  at 
the  several  and  respective  rates  following,  and  not  otherwise,  viz  :  The  gold 
coins  of  Great  Britain  and  Portugal,  of  their  present  standard,  at  the  rate  of 
one  hundred  cents  for  every  twenty-seven  grains  of  the  actual  weight  thereof ; 
the  gold  coins  of  France,  Spain  and  the  dominions  of  Spain,  of  their  present 
standard,  at  the  rate  of  one  hundred  cents  for  every  twenty-seven  grains  and 


three  years  from  January  i,  1798,  and  and  until  the  end  of  the  next  session  of  Congress 
thereafter,  the  legal  tender  quality  of  foreign  gold  and  silver  coins  at  the  same  rates  as 
per  section  i  of  the  act  of  February  9,  1793. 

Act  of  April  30,  /802  —  Further  suspends  section  2  of  the  act  of  February  9, 1793. 
Foreign  coins  continued  as  legal  tender  for  three  years. 

Aci  of  April  to,  /806  —  Foreign  gold  and  silver  coins  to  be  current  and  a  legal 
tender  in  the  United  States  for  three  years  at  same  rates  as  by  act  of  February  9, 1793. 

Act  of  April  sg,  /8/6  —  Restores  legal  tender  character  of  foreign  coins  for  three 
years,  at  the  following  rates  :  Gold  coins  of  Great  Britain  and  Portugal,  100  cents 
for  every  27  grains,  or  88  8-9  cents  per  pennyweight;  gold  coins  of  France,  100  cents 
for  every  27^  grains,  or  87 X  cents  per  pennyweight;  gold  coins  of  Spain,  100  cents 
for  every  28 >^  grains,  or  84  cents  per  pennyweight;  silver  crowns  of  France,  117.6 
cents  per  ounce,  or  no  cents  for  each  crown  weighing  18  pennyweights  17  grains; 
5-franc  pieces,  116  cents  per  ounce,  or  93.3  cents  for  each  5-franc  piece  weighing  16 
pennyweights  2  grains. 

Act  of  March  j,  tStg  —  Continues  in  force  the  legal  tender  value  in  the  United 
States  of  foreign  gold  coins  at  the  rates  of  April  29,  18 16,  until  November  i,  18 19; 
"  and  from  and  after  that  day  foreign  gold  coins  shall  cease  to  be  a  tender  in  the 
United  States  for  the  payment  of  debts  or  demands."  Part  of  act  of  Apnl  29,  1816, 
relating  to  silver  coins,  continued  in  force  until  April  29,  182 1. 

Act  of  March  j,  1821  —  Crown  and  5-franc  piece  of  France  continued  as  legal 
tender  until  April  29,  1823. 

Act  of  March  j,  1823  — Continues  for  four  years  longer  the  legal  tender  character 
of  crowns  and  5 -franc  pieces  of  France. 

Act  of  March  j,  1823  — Gold  coins  of  Great  Britain,  Portugal,  France,  and  Spain 
to  be  received  in  payment  of  lands  bought  from  the  United  States  at  the  rates  given 
in  the  act  of  April  29,  18 16,  but  not  made  legal  tender. 

Act  of  June  2s,  1834  —  Certain  silver  coins  to  be  of  the  legal  value  and  to  pass  by 
tale,  the  dollars  of  Mexico,  Peru,  Chili,  and  Central  America,  of  not  less  weight  than 
415  grains,  and  restamped  dollars  of  Brazil  of  like  weight,  fineness,  not  less  than  10 
ounces  15  pennyweights  of  pure  silver  in  Troy  pound  of  12  ounces  of  standard  silver, 
at  100  cents  each ;  the  5-franc  piece  of  France,  weighing  not  less  than  384  grains,  at 
93  cents. 

Act  of  June  28,  1834  —  Regulates  the  legal  tender  value  of  certain  gold  coins,  as 
follows :  Great  Britain,  Portugal,  and  Brazil,  of  not  less  than  22  carats  fine,  at  94.8 
cents  per  pennyweight ;  those  of  France,  f^  fine,  93. 1  cents  per  pennyweight,  and 
those  of  Spain,  Mexico,  and  Columbia,  of  20  carats,  3  7-16  grains  fine,  at  89.9  cents 
per  pennyweight. 

Act  of  March  j,  1843  —  Foreign  gold  coins  to  pass  current  "  and  be  receivable, 
by  weight,  for  the  payment  of  all  debts  and  demands  "  at  the  following  rates :  Those 
of  Great  Britain,  not  less  than  .915)^  fine,  94.6  cents  per  pennyweight;  those  of 
France,  of  not  less  than  .899  fine,  at  92.9  cents  per  pennyweight. 

Silver  coins  at  the  following  rates  :  Spanish  pillar  dollars  and  dollars  of  Mexico, 
Peru,  Bolivia,  not  less  than  .897  fine  and  415  grains  in  weight,  at  100  cents  each; 
5-franc  pieces  of  France,  not  less  than  .900  fine  and  384  grains  in  weight,  at  93  cents 
each. 

Act  of  February  21 ,  i8s7  —  Spanish  and  Mexican  coins,  known  as  the  quarter, 
eighth,  and  sixteenth  of  the  Spanish  pillar  dollar,  and  Mexican  dollar,  to  be  received 
by  the  United  States,  as  follows  :  %  oi  9.  dollar,  or  2  reals,  at  20  cents ;  }^  of  a  dollar, 
or  I  real,  at  10  cents;  1-16  of  a  dollar,  or  %  real,  at  5  cents.  Said  coins  to  be 
recoined  when  received.  Former  acts,  making  foreign  coins  a  legal  tender,  repealed ; 
assays  of  foreign  coins  to  be  made  by  the  Director  of  the  Mint  and  annually  reported. 
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two  fifths  of  a  grain,  of  the  actual  weight  thereof.  Spanish  milled  dollars,  at 
the  rate  of  one  hundred  cents  for  each  dollar,  the  actual  weight  whereof  shall 
not  be  less  than  seventeen  pennyweights  and  seven  grains ;  and  in  proportion 
for  the  parts  of  a  dollar.  Crowns  of  France,  at  the  rate  of  one  hundred  and 
ten  cents  for  each  crown,  the  actual  weight  whereof  shall  not  be  less  than 
eighteen  pennyweight  and  seventeen  grains,  and  in  proportion  for  the  parts 
of  a  crown.  But  no  foreign  coin  that  may  have  been,  or  shall  be  issued  sub- 
sequent to  the  first  day  of  January,  1 792,  shall  be  a  tender,  as  aforesaid, 
until  samples  thereof  shall  have  been  found,  by  assay,  at  the  mint  of  the 
United  States,  to  be  conformable  to  the  respective  standards  required,  and 
proclamation  thereof  shall  have  been  made  by  the  President  of  the  United 
States. 

Sec.  2.  Provided  always,  and  be  it  further  enacted.  That  at  the  expiration 
of  three  years  next  ensuing  the  time  when  the  coinage  of  gold  and  silver, 
agreeably  to  the  act,  entitled  "An  act  establishing  a  mint,  and  regulating  the 
coins  of  the  United  States,"  shall  commence  at  the  mint  of  the  United  States 
(which  time  shall  be  announced  by  the  proclamation  of  the  President  of  the 
United  States),  all  foreign  gold  coins,  and  all  foreign  silver  coins,  except 
Spanish  milled  dollars  and  parts  of  such  dollars,  shall  cease  to  be  a  legal 
tender,  as  aforesaid. 

Sec.  3.  And  be  it  further  enacted.  That  all  foreign  gold  and  silver  coins, 
(except  Spanish  milled  dollars,  and  parts  of  such  dollars),  which  shall  be 
received  in  payment  for  monies  due  to  the  United  States,  after  the  said  time, 
when  the  coining  of  gold  and  silver  coins  shall  begin  at  the  mint  of  the 
United  States,  shall,  previously  to  their  being  issued  in  circulation,  be  coined 
anew,  in  conformity  to  the  act,  entitled  "  An  act  establishing  a  mint  and 
regulating  the  coins  of  the  United  States." 

[Sec.  4.  Provides  that  from  "and  after  July  i ,  1 793,  foreign  gold  and 
silver  coins  shall  be  received  for  dues  and  fees  at  rates  therein  established.] 

[Sec.  5.  Fixes  the  time  for  making  annual  assays.] 


ACT  OF  JUirs  28,  1834. — An  act  concerning  gold  coins  of  the  United  States 

and  for  other  porpoecs. 

[4  Statutes  at  Laiige,  p.  699.] 

Be  it  enacted,  etc..  That  the  gold  coins  of  the  United  States  shall  contain 
the  following  quantities  of  metal,  that  is  to  say :  each  eagle  shall  contain  two 
hundred  and  thirty-two  grains  of  pure  gold,  and  two  hundred  and  fifty-eight 
grains  of  standard  gold ;  each  half  eagle  one  hundred  and  sixteen  grains  of 
pure  gold,  and  one  hundred  and  twenty-nine  grains  of  standard  gold ;  each 
quarter  eagle  shall  contain  fifty- eight  grains  of  pure  gold,  and  sixty-four  and 
a  half  grains  of  standard  gold ;  every  such  eagle  shall  be  of  the  value  of  ten 
dollars ;  every  such  half  eagle  shall  be  of  the  value  of  ^vt.  dollars ;  and  every 
such  quarter  eagle  shall  be  of  the  value  of  two  dollars  and  fifty  cents ;  and  the 
said  gold  coins  shall  be  receivable  in  all  payments,  when  of  full  weight,  accord- 
ing  to  their  respective  values ;  and  when  of  less  than  full  weight,  at  less/ 
values,  proportioned  to  their  respective  actual  weights.  ' 

Sec.  2.  And  be  it  further  enacted.  That  all  standard  gold  or  silver 
deposited  for  coinage  after  the  thirty-first  of  July  next,  shall  be  paid  for  in 
coin  under  the  direction  of  the  Secretary  of  the  Treasury,  within  five  days 
from  the  making  of  such  deposit,  deducting  from  the  amount  of  said  deposit 
of  gold  and  silver  one-half  of  one  per  centum :  Provided,  That  no  deduction 
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» 
shall  be  made  unless  said  advance  be  required  by  such  depositor  within  forty 
days. 

Sec.  3.  And  be  it  further  enacted.  That  all  gold  coins  of  the  United 
States  minted  anterior  to  the  thirty-first  day  of  July  next,  shall  be  receivable 
in  all  payments  at  the  rate  of  ninety>four  and  eight-tenths  of  a  cent  per  pen- 
nyweight. 

[Sec.  4.  Directs  the  setting  apart  of  gold  coins  for  assay  and  makes  pro- 
vision for  securing  accuracy  in  fineness  and  weight.] 

Sec.  5.  And  be  it  further  enacted.  That  this  act  shall  be  in  force  from 
and  after  the  31st  of  July,  1834. 


ACT  OF  JANUARY  18,  1887.  —  An  act  supplementary  to  the  act  entitled  "An 
act  establishing  a  mint  and  regulating  the  coins  of  the  United  States." 

[5  Statutes  at  Lazi^e,  p.  136.] 

[Secs.  1-7,  inclusive,  relate  to  the  organization  of  the  mint,  duties  of  offi- 
cers, bonds,  salaries,  etc.] 

Sec.  8.  And  be  it  further  enacted.  That  the  standard  for  both  gold  and 
silver  coins  of  the  United  States  shall  hereafter  be  such,  that  of  one  thousand 
parts  by  weight,  nine  hundred  shall  be  of  pure  metal  and  one  hundred  of 
alloy ;  and  the  alloy  of  the  silver  coins  shall  be  of  copper ;  and  the  alloy  of 
the  gold  coins  shall  be  of  copper  and  silver,  provided  that  the  silver  do  not 
exceed  one-half  of  the  whole  alloy. 

Sec.  9.  And  be  it  further  enacted.  That  of  the  silver  coins,  the  dollar 
shall  be  of  the  weight  of  four  hundred  and  twelve  and  one-half  grains  ;  the 
half  dollar  of  the  weight  of  two  hundred  and  six  and  one-fourth  grains;  the 
quarter  dollar  of  the  weight  of  one  hundred  and  three  and  one-eighth  grains ; 
the  dime,  or  tenth  part  of  a  dollar,  of  the  weight  of  forty-one  and  a  quarter 
grains ;  and  the  half  dime,  or  twentieth  part  of  a  dollar,  of  the  weight  of 
twenty  grains  and  five-eighths  of  a  grain.  And  that  dollars,  half  dollars,  and 
quarter  dollars,  dimes  and  half  dimes,  shall  be  legal  tenders  of  payment, 
according  to  their  nominal  value,  for  any  sums  whatever. 

Sec.  10.  And  be  it  further  enacted,  That  of  the  gold  coins,  the  weight  of 
the  eagle  shall  be  two  hundred  and  fifty-eight  grains ;  that  of  the  half  eagle 
one  hundred  and  twenty-nine  grains ;  and  that  of  the  quarter  eagle  sixty-four 
and  one-half  grains.  And  that  for  all  sums  whatever,  the  eagle  shall  be  a 
legal  tender  of  payment  for  ten  dollars ;  the  half  eagle  for  five  dollars ;  and 
the  quarter  eagle  for* two  and  a  half  dollars. 

Sec.  II.  And  be  it  further  enacted,  TYi^X  the  silver  coins  heretofore 
issued  at  the  mint  of  the  United  States,  and  the  gold  coins  issued  since  the 
31st  day  of  July  1834,  shall  continue  to  be  legal  tenders  of  payment  for  their 
nominal  values,  on  the  same  terms  as  if  they  were  of  the  coinage  provided 
for  by  this  act. 

Sec.  12.  And  be  it  further  enacted,  That  of  the  copper  coins,  the  weight 
of  the  cent  shall  be  one  hundred  and  sixty-eight  grains,  and  the  weight  of  the 
half  cent  eighty-four  grains.  And  the  cent  shall  be  considered  of  the  value 
of  one-hundredth  part  of  a  dollar,  and  the  half  cent  of  the  value  of  one  two- 
hundredth  part  of  a  dollar. 

[Sec.  13.     Provides  for  the  devices  upon  coins.] 

Sec.  14.  And  be  it  further  enacted.  That  gold  and  silver  bullion  brought 
to  the  mint  for  coinage,  shall  be  received  and  coined,  by  the  proper  officers, 
for  the  benefit  of  the  depositor :  Provided,  that  it  shall  be  lawful  to  refuse,  at 
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the  mint,  any  deposits  of  less  value  than  one  hundred  dollars,  and  any  bullion 
so  base  as  to  be  unsuitable  for  the  operations  of  the  mint ;  And  provided  also^ 
That  when  gold  and  silver  are  combined,  if  either  of  these  metals  be  in  such 
small  proportion  that  it  cannot  be  separated  advantageously,  no  allowance 
shall  be  made  to  the  depositor  for  the  value  of  such  metal. 

[Secs.  15-38.  Relate  to  the  technique  of  coinage,  the  organization  of  the 
mint,  the  deposit  of  bullion  and  payment  therefor.  No  charge  for  coinage  is 
to  be  made,  except  for  expense  of  reducing  bullion  to  standard.] 


ACT  OF  MARCH  8,  1849.  —  Authorizing  the  coinage  of  gold  dollars  and  doable 

eagles. 

[9  Statutes  at  Large,  p.  397.] 

Be  it  enacted,  etc,.  That  there  shall  be,  from  time  to  time,  struck  and 
coined  at  the  mint  of  the  United  States,  and  the  branches  thereof,  conforma- 
bly in  all  respects  to  law  (except  that  on  the  reverse  of  the  gold  dollar  the 
figure  of  the  eagle  shall  be  omitted),  and  conformably  in  all  respects  to  the 
standard  for  gold  coins  now  established  by  law,  coins  of  gold  of  the  following 
denominations  and  values,  viz.:  double  eagles,  each  to  be  of  the  value  of 
twenty  dollars,  or  units,  and  gold  dollars,  each  to  be  of  the  value  of  one  dol- 
lar, or  unit. 

Sec.  2.  And  be  it  further  enacted.  That  for  all  sums  whatever,  the  double 
eagle  shall  be  a  legal  tender  for  twenty  dollars,  and  the  gold  dollar  shall  be  a 
legal  tender  for  one  dollar. 

[Sec.  3.  Extends  existing  law  on  coinage  and  counterfeiting  to  coins 
herein  authorized.] 

[Sec.  4.     Provides  a  limit  of  tolerance  in  weight  for  gold  coins.] 


ACT  OF  MARCH  8,  1851.  [Provisions  in  regard  to  coinage,  etc.,  contained  in  an 
act  to  reduce  and  modify  the  rates  of  postage  in  the  United  States,  and  for 
other  purposes.] 

[9  Statutes  at  "Lax^t,  p.  587,] 

[Sec.  1 1 .  Provides  for  the  coinage  of  a  three-cent  piece  weighing  twelve 
and  three-eighths  grains,  three-fourths  silver  and  one-fourth  copper  — "a  legal 
tender  in  payment  of  debts  for  all  sums  of  thirty  cents  and  under."  This  was 
the  first  silver  coin  authorized  to  contain  an  amount  of  silver  less  than  the 
amount  proportionate  to  the  silver  dollar.]' 


ACT  OF  FEBRUARY  21,  1858.  —  An  act  amendatory  of  existing  laws  relative  to 

the  half  dollar,  qnarter  dollar,  dime,  and  half  dime. 

[10  Statutes  at  Large  p.  z6o.] 

Be  it  enacted,  etc.  That  from  and  after  the  first  day  of  June,  1852  [1853],' 
the  weight  of  the  half  dollar,  or  piece  of  fifty  cents,  shall  be  one  hundred  and 
ninety-two  grains,  and  the  quarter  dollar,  dime,  and  half  dime,  shall  be, 


'  By  Sec.  7  of  an  Act  of  March  3,  1853,  the  weight  and  fineness  of  the  three-cent 
piece  were  made  proportional  to  those  of  the  other  subsidiary  coins. 

*  By  Sec.  7  of  an  act  of  March  3,  1853,  this  act  was  made  to  take  effect  on  April 

I.  1853. 
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respectively,  one-half,  one-fifth»  and  one-tenth  of  the  weight  of  said  half 
dollar. 

Sec.  2.  And  be  it  further  enacted^  That  the  silver  coins  issued  in  conform- 
ity with  the  above  section,  shall  be  legal  tenders  in  payment  of  debts  for  all 
sums  not  exceeding  five  dollars. 

Sec.  3.  And  be  it  further  encuted.  That  in  order  to  procure  bullion  for 
the  requisite  coinage  of  the  subdivisions  of  the  dollar  authorized  by  this  act, 
the  Treasurer  of  the  Mint  shall,  with  'he  approval  of  the  Director,  purchase 
such  bullion  with  the  bullion  fund  of  the  mint.  He  shall  charge  himself  with 
the  gain  arising  from  the  coinage  of  such  bullion  into  coins  of  a  nominal  value 
exceeding  the  intrinsic  value  thereof,  and  shall  be  credited  with  the  difference 
between  such  intrinsic  value  and  the  price  paid  for  such  bullion,  and  with  the 
expense  of  distributing  said  coins  as  hereinafter  provided.  The  balances  to 
his  credit,  or  the  profit  of  said  coinage,  shall  be,  from  time  to  time,  on  a  war- 
rant of  the  Director  of  the  mint,  transferred  to  the  account  of  the  Treasury 
of  the  United  States. 

Sec.  4.  And  be  it  further  enacted.  That  such  coins  shall  be  paid  out  at  the 
mint,  in  exchange  for  gold  coins  at  par,  in  sums  not  less  than  one  hundred  dol- 
lars ;  and  it  shall  be  lawful,  also,  to  transmit  parcels  of  the  same,  from  time 
to  time,  to  the  assistant  treasurers, .  depositaries,  and  other  officers  of  the 
United  States,  under  general  regulations,  proposed  by  the  Director  of  the 
Mint,  and  approved  by  the  Secretary  of  the  Treasury :  Provided,  however. 
That  the  amount  coined  into  quarter  dollars,  dimes,  and  half  dimes,  shall  be 
regulated  by  the  Secretary  of  the  Treasury. 

Sec.  5.  And  be  it  further  enacted.  That  no  deposits  for  coinage  into  the 
half  dollar,  quarter  dollar,  dime,  and  half  dime,  shall  hereafter  be  received, 
other  than  those  made  by  the  Treasurer  of  the  Mint,  as  herein  authorized,  and 
upon  the  account  of  the  United  States. 

[Sec.  6.  Provides  for  the  casting  of  gold  or  silver  into  bars  or  ingots,  at 
a  charge  of  %  per  cent,  in  addition  to  charge  for  refining  or  parting.'  Same 
charge  imposed  upon  the  coinage  of  gold.] 

[Sec.  7.     Provides  for  the  coinage  of  a  three-dollar  gold  piece.] 


ACT  OF  FEBRUAfiT  21,  1857.  —  An  act  relating  to  foreign  coins,  and  for  the 

coinage  of  cents  at  the  mint  of  the  United  States. 

[it  Statutes  at  Larg^,  p.  163.] 

Sec.  3.  And  be  it  further  enacted.  That  all  former  acts  authorizing  the 
currency  of  foreign  gold  or  silver  coins,  and  declaring  the  same  a  legal 
tender  in  payment  for  debts,  are  hereby  repealed ;  but  it  shall  be  the  duty 
of  the  dfrector  of  the  mint  to  cause  assays  to  be  made,  from  time  to  time,  of 
such  foreign  coins  as  may  be  known  to  our  commerce,  to  determine  their 
average  weight,  fineness,  and  value,  and  to  embrace  in  his  annual  report  a 
statement  of  the  results  thereof. 

[Secs.  4,  5,6.  Relate  to  the  coinage  of  a  nickel  one-cent  piece  weighing 
seventy-two  grains,  88  per  cent,  copper  and  12  per  cent,  nickel.]' 


'  By  Sec.  7  of  an  Act  of  March  3,  1853,  the  charge  for  the  casting  of  bars,  ingots, 
or  discs,  was  reduced  to  the  actual  cost  of  the  operation. 

'The  act  of  April  22,  1864,  substituted  for  this  coin  a  bronze  cent  of  forty-eight 
grains,  composed  of  95  per  cent,  copper  and  5  per  cent,  of  tin  and  zinc,  and  a  two- 
cent  piece  of  the  same  composition  and  of  twice  the  weight.    The  cent  was  made  a 
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ACT  OF  JULY  17,  1861. — An  act  to  authorize  a  national  loan,  and  for  other 

purposes. 

[la  Statutes  at  Lai^t  P*  '59>] 

Be  it  enacted,  etc,  [Authorizes  a  loan  of  $250,000,000,  in  twenty-year  bonds 
at  7  per  cent,  interest,  or  three- year  treasury  notes  of  denominations  not  less 
than  $50,  at  7.3  per  cent,  interest.]  And  the  Secretary  of  the  Treasury  may 
also  issue  in  exchange  for  coin,  and  as  part  of  the  above  loan,  or  may  pay  for 
salaries  or  other  dues  from  the  United  States,  treasury  notes  of  a  less  denom- 
ination than  fifty  dollars,  not  bearing  interest,  but  payable  on  demand  by  the 
Assistant  Treasurers  of  the  United  States  at  Philadelphia,  New  York,  or  Bos- 
ton, or  treasury  notes  bearing  interest  at  the  rate  3.65  per  centum,  payable 
in  one  year  from  date,  and  exchangeable  at  any  time  for  treasury  notes  for 
fifty  dollars  and  upwards,  issuable  under  the  authority  of  this  act,  and  bearing 
interest  as  specified  above :  Provided,  That  no  exchange  of  such  notes  in  any 
less  amount  than  one  hundred  dollars  shall  be  made  at  any  one  time :  And 
provided  further.  That  no  treasury  notes  shall  be  issued  of  a  less  denomina- 
tion than  ten  dollars,'  and  that  the  whole  amount  of  treasury  notes,  not  bear- 
ing interest,  issued  under  the  authority  of  this  act,  shall  not  exceed  $50,- 
000,000. 

[Sec.  6  authorizes  the  reissue  of  the  notes  herein  provided  for,  until 
December  31,  1862.] 

[Sec.  7  authorizes  the  issue  in  exchange  for  coin  or  in  payment  of  public 
dues,  of  not  more  than  $20,000,000,  6  per  cent,  treasury  notes  payable  within 
12  months.] 

ACT  OF  AUGUST  5,  1861. — An  act  supplementary  to  an  act  entitled  "An  act 
to  authorize  a  national  loan  and  for  other  purposes." 

[x3  Statutes  at  Large,  p.  3x3.] 

Be  it  enacted,  etc,  *  *  ♦  any  part  of  the  treasury  notes  payable  on 
demand,  authorized  by  said  act  [of  July  17,  1861],  may  be  made  payable  by 
the  assistant  Treasurer  at  St.  Louis,  or  by  the  depositary  at  Cincinnati. 

Sec.  5.  And  be  it  further  enacted.  That  the  Treasury  notes  authorized  by 
the  act  to  which  this  is  supplementary,  of  a  less  denomination  than  fifty  dol- 
lars, payable  on  demand  without  interest,  and  not  exceeding  in  amount  the 
sum  of  $50,000,000,  shall  be  receivable  in  payment  of  public  dues. 


ACT  OF  FEBRUARY  12,  1862.— An  act  to  authorize  an  additional  issue  of 

United  States  notes. 

[xa  Statutes  at  Large,  p.  338.] 

Be  it  enacted,  etc.,  Thatthe  Secretary  of  the  Treasury,  in  addition  to  the 
$50,000,000  of  notes  payable  on  demand  of  denominations  not  less  than  five 
dollars,  heretofore  authorized  by  the  acts  of  July  17,  and  August  5,  1861,  be, 
and  he  is  hereby,  autliorized  to  issue  like  notes,  and  for  like  purposes,  to  the 
amount  of  $10,000,000,  and  said  notes  shall  be  deemed  part  of  the  loan  of 
$250,000,000  authorized  by  said  acts. 


legal  tender  in  any  payment  to  the  amount  of  ten  cents,  the  two-cent  piece  to  the 
amount  of  twenty  cents.  By  the  act  of  March  3,  1865,  the  legal  tender  quality  of  each 
of  these  coins  was  reduced  to  four  cents. 

'  Changed  to  $5  by  Act  of  August  5,  1 861,  Sec.  3. 
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kCt  OF  PKBSUAKT  2S,  18«2.^Aa  act  to  antkorize  the  iasae  of  United 
States  notes,  and  lor  the  leden^tion  or  fandinj  thereof  and  for  funding 
the  floating  deht  of  the  United  SUteo. 

[ta  Stanoo  at  Lai^e,  p.  345.] 

^^  //  enacted,  etc..  That  the  Sccrctan'  of  the  Treasury  is  hereby  author- 
ized to  issue,  on  the  credit  of  the  United  States,  $1 50,000,000  of  United  States 
notes,  not  hearing  interest,  payable  to  bearer,  at  the  Treasury  of  the  United 
States,  and  of  such  denominations  as  he  may  deem  expedient,  not  less  than 
five  dollars  each  :  Provided,  however.  That  fifty  millions  of  said  notes  shall 
be  in  lieu  of  the  demand  treasury  notes  authorized  to  be  issued  by  the  act  of 
July  17,  1861 ;  which  said  demand  notes  shall  be  taken  up  as  rapidly  as  prac- 
ticable, and  the  notes  herein  provided  for  substituted  for  them :  And  provided 
further.  That  the  amount  of  the  two  kinds  of  notes  together  shall  at  no  time 
exceed  the  sum  of  $150,000,000,  and  such  notes  herein  authorized  shall  be 
receivable  in  payment  of  all  taxes,  internal  duties,  excises,  debts,  and 
demands  of  every  kind  due  to  the  United  States,  except  duties  on  imports, 
and  of  all  claims  and  demands  against  the  United  States  of  every  kind 
whatsoever,  except  for  interest  upon  bonds  and  notes,  which  shall  be  paid  in 
coin,  and  shall  also  be  lawful  money  and  a  legal  tender  in  payment  of  all 
debts,  public  and  private,  within  the  United  States,  except  duties  on  imports 
and  interest  as  aforesaid.  And  any  holders  of  said  United  States  notes 
depositing  any  sum  not  less  than  fifty  dollars  or  some  multiple  of  fifty  dollars, 
with  the  Treasurer  of  the  United  States,  or  either  of  the  Assistant  Treasurers, 
shall  receive  in  exchange  therefor  duplicate  certificates  of  deposit,  one  of 
which  may  be  transmitted  to  the  Secretary  of  the  Treasury,  who  shall  there- 
upon issue  to  the  holder  an  equal  amount  of  bonds  of  the  United  States, 
coupon  or  registered,  as  may  by  said  holder  be  desired,  bearing  interest  at  the 
rate  of  six  per  centum  per  annum,  payable  semi-annually,  and  redeemable  at 
the  pleasure  of  the  United  States  after  five  years,  and  payable  twenty  years 
from  the  date  thereof.  And  such  United  States  notes  shall  be  received  the 
same  as  coin,  at  their  par  value,  in  payment  for  any  loans  that  may  be  here- 
after sold  or  negotiated  by  the  Secretary  of  the  Treasury,  and  may  be 
reissued  from  time  to  time  as  the  exigencies  of  the  public  interest  shall 
require. 

[Sec.  2  authorizes  a  loan  of  $500,000,000  in  6  per  cent.  5-20  bonds  to 
fund  the  Treasury  notes  and  floating  debt  of  the  United  States.] 

Sec.  4.  And  be  it  further  enacted,  That  the  Secretary  of  the  Treasury 
may  receive  from  any  person  or  persons,  or  any  corporation.  United  States 
notes  on  deposit  for  not  less  than  thirty  days,  in  sums  of  not  less  than  one 
hundred  dollars,  with  any  of  the  Assistant  Treasurers  or  designated  deposi- 
taries of  the  United  States  authorized  by  the  Secretary  of  the  Treasury  to 
receive  them,  who  shall  issue  therefor  certificates  of  deposit  made  in  such 
form  as  the  Secretary  of  the  Treasury  shall  prescribe,  and  said  certificates  of 
deposit  shall  bear  interest  at  the  rate  of  five  per  centum  per  annum;  and  any 
amount  of  United  States  notes  so  deposited  may  be  withdrawn  from  deposit 
at  any  time  after  ten  days*  notice  on  the  return  of  said  certificates :  Pro- 
vided, That  the  interest  on  all  such  deposits  shall  cease  and  determine  at  the 
pleasure  of  the  Secretary  of  the  Treasury  :  And  provided  further.  That  the 
aggregate  of  such  deposit  shall  at  no  time  exceed  the  amount  of  $25,000,000.' 


'See  increase  to  $50,000,000  by  Act  of  March   17, 1862,  Sec.  2,  and  by  Act  of 
July  II,  1862,  Sec.  3,  to  $100,000,000. 


APPENDIX  503 

Sec.  5.  And  be  it  further  enacted.  That  all  duties  on  imported  goods  shall 
be  paid  in  coin,  or  in  notes  payable  on  demand  heretofore  authorized  to  be 
issued  and  by  law  receivable  in  payment  of  public  dues,  and  the  coin  so  paid 
shall  be  set  apart  as  a  special  fund,  and  shall  be  applied  as  follows : 

First.  To  the  payment  in  coin  of  the  interest  on  the  bonds  and  notes  of 
the  United  States. 

Second.  To  the  purchase  or  payment  of  one  per  centum  of  the  entire  debt 
of  the  United  States,  to  be  made  within  each  fiscal  year  after  the  first  day  of 
July,  1862,  which  is  to  be  set  apart  as  a  sinking  fund,  and  the  ihterest  of 
which  shall  in  like  manner  be  applied  to  the  purchase  or  payment  of  the 
public  debt  as  the  Secretary  of  the  Treasury  shall  from  time  to  time  direct. 

Third.  The  residue  thereof  to  be  paid  into  the  Treasury  of  the  United 
States. 

[Secs.  6  and  7  prohibit,  and  provide  penalties  for,  all  counterfeiting, 
forging,  etc.] 


ACT  OF  MARCH   17,  1862. — An  act  to  authorize  the  purchase  of  coin,  and 

for  other  purposes. 

[z9  Statutes  at  Large,  p.  370.] 

Sec  2.  And  be  it  further  enacted.  That  the  demand  notes  authorized  by 
the  act  of  July  17,  1861,  and  the  act  of  February  12,  1862,  shall,  in  addition 
to  being  receivable  in  payment  of  duties  on  imports,  be  receivable,  and 
shall  be  lawful  money  and  a  legal  tender,  in  like  manner,  and  for  the 
same  purposes,  and  to  the  same  extent,  as  the  notes  authorized  by  an  act 
entitled  ''  An  act  to  authorize  the  issue  of  United  States  notes,  and  for  the 
redemption  or  funding  thereof,  and  for  funding  the  floating  debt  of  the 
United  States,"  approved  February  25,  1862. 

Sec.  3.  And  be  it  further  enacted.  That  the  limitation  upon  temporary 
deposits  of  United  States  notes  with  any  assistant  treasurers  or  designated 
depositaries,  authorized  by  the  Secretary  of  the  Treasury  to  receive  such 
deposits  at  5  per  cent,  interest  to  $25,000,000  shall  be  so  far  modified  as  to 
authorize  the  Secretary  of  the  Treasury  to  receive  such  deposits  to  an  amount 
not  exceeding  $50,000,000,  and  that  the  rates  of  interest  shall  be  prescribed 
by  the  Secretary  of  the  Treasury  not  exceeding  the  annual  rate  of  5  per 
centum. 


ACT  OF  JULY  11,  1862. — An  act  to  authorize  an  additional  issue  of  United 

States  notes,  and  for  other  purposes. 

[xa  Statutes  at  Laige,  p.  539.] 

Be  it  enacted,  etc,.  That  the  Secretary  of  the  Treasury  is  hereby  authorized 
to  issue,  in  addition  to  the  amounts  heretofore  authorized,  on  the  credit  of 
the  United  States,  $150,000,000  of  United  States  notes,  not  bearing  interest, 
payable  to  bearer  at  the  treasury  of  the  United  States,  and  of  such  denomina- 
tions as  he  may  deem  expedient :  Provided,  that  no  note  shall  be  issued  for 
the  fractional  part  of  a  dollar,  and  not  more  than  $35,000,000  shall  be  of 
lower  denominations  than  five  dollars ;  and  such  notes  shall  be  receivable  in 
payment  of  all  loans  made  to  the  United  States,  and  of  all  taxes,  internal 
duties,  excises,  debts,  and  demands  of  every  kind  due  to  the  United  States, 
except  duties  on  imports  and  interest,  and  of  all  claims  and  demands  against 
the  United  States,  except  for  interest  upon*bonds,  notes,  and  certificates  of 
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debt  or  deposit ;  and  shall  also  be  lawful  money  and  a  legal  tender  in 
payment  of  all  debts,  public  and  private,  within  the  United  States,  except 
duties  on  imports  and  interest,  as  aforesaid.  And  any  holder  of  said  United 
States  notes  depositing  any  sum  not  less  than  fifty  dollars,  or  some  multiple 
of  fifty  dollars,  with  the  Treasurer  of  the  United  States  or  either  of  the  assis- 
tant treasurers,  shall  receive  in  exchange  therefor  duplicate  certificates  of 
deposit,  one  of  which  may  be  transmitted  to  the  Secretary  of  the  Treasury, 
who  shall  thereupon  issue  to  the  holder  an  equal  amount  of  bonds  of  the 
United  States,  coupon  or  registered,  as  may  by  said  holder  be  desired,  bear- 
ing interest  at  the  rate  of  six  per  centum  per  aimum,  payable  semi-annually, 
and  redeemable  at  the  pleasure  of  the  United  States  after  five  years,  and 
payable  twenty  years  from  the  date  thereof :  Provided^  however ,  that  any 
notes  issued  under  this  act  may  be  paid  in  coin,  instead  of  being  received  in 
exchange  for  certificates  of  deposit  as  above  specified,  at  the  direction  of  the 
Secretary  of  the  Treasury.  And  the  Secretary  of  the  Treasury  may  exchange 
for  such  notes,  on  such  terms  as  he  shall  think  most  beneficial  to  the  public 
interest,  any  bonds  of  the  United  States  bearing  six  per  centum  interest,  and 
redeemable  after  five  and  payable  in  twenty  years,  which  have  been  or  may 
be  lawfully  issued  under  the  provisions  of  any  existing  act ;  may  reissue  the 
notes  so  received  in  exchange ;  may  receive  and  cancel  any  notes  heretofore 
lawfully  issued  under  any  act  of  Congress,  and  in  lieu  thereof,  issue  an  equal 
amount  in  notes  such  as  are  authorized  by  this  act ;  and,  may  purchase,  at 
rates  not  exceeding  that  of  the  current  market,  and  cost  of  purchase  not 
exceeding  one-eighth  of  one  per  centum,  any  bonds  or  certificates  of  debt  of 
the  United  States  as  he  may  deem  advisable. 

[Sec.  2  relates  to  the  printing  and  engraving  of  United  States  notes. J 
Sec.  3.  And  be  it  further  enacted.  That  the  limitation  upon  temporary 
deposits  of  United  States  notes  with  any  assistant  treasurer,  or  designated 
depositary  authorized  by  the  Secretary  of  the  Treasury  to  receive  such 
deposits,  to  $50,000,000  be,  and  is  hereby,  repealed  ;  and  the  Secretary  of  the 
Treasury  is  authorized  to  receive  such  deposits,  under  such  regulations  as  he 
may  prescribe,  to  such  amount  as  he  may  deem  expedient,  not  exceeding 
$100,000,000,  for  not  less  than  thirty  days,  in  sums  not  less  than  one  hundred 
dollars,  at  a  rate  of  interest  not  exceeding  five  per  centum  per  annum  ;  and 
any  amount  so  deposited  may  be  withdrawn  from  deposit,  at  any  time  after 
ten  days*  notice  on  the  return  of  the  certificate  of  deposit.  And  of  the 
amount  of  United  States  notes  authorized  by  this  act,  not  less  than  $50,000,- 
000  shall  be  reserved  for  the  purpose  of  securing  prompt  payment  of  such 
deposits  when  demanded,  and  shall  be  issued  and  used  only  when,  in  the 
judgment  of  the  Secretary  of  the  Treasury,  the  same,  or  any  part  thereof  may 
be  needed  for  that  purpose.  And  certificates  of  deposit  and  of  indebtedness 
issued  under  this  or  former  acts,  may  be  received  on  the  same  terms  as 
United  States  notes  in  payment  for  bonds  redeemable  after  five  and  payable 
in  twenty  years. 

Sec.  4.  And  be  it  further  enacted.  That  the  Secretary  of  the  Treasury 
may,  at  any  time  until  otherwise  ordered  by  Congress,  and  under  the  restric- 
tions imposed  by  the  "Act  to  authorize  a  national  loan,  and  for  other  pur- 
poses,** borrow,  on  the  credit  of  the  United  States,  such  part  of  the  sum  of 
$250,000,000  mentioned  in  said  act  as  may  not  have  been  borrowed  under 
the  provisions  of  the  same,  within  twelve  months  from  the  passage  thereof. 
[Sec.  5.  Makes  appropriations  for  detecting  counterfeiting.] 
Sec.  6.  And  be  it  further  enacted.  That  all  the  provisions  of  the  act 
entitled  "An  act  to  authorize  the  issue  of  United  States  notes,  and  for  the 
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redemption  or  funding  thereof,  and  for  funding  the  floating  debt  of  the 
United  States,"  approved  February  25,  1862,  so  far  as  the  same  can  or  may 
be  applied  to  the  provisions  of  this  act.  and  not  inconsistent  therewith,  shall 
apply  to  the  notes  hereby  authorized  to  be  issued. 


ACT  OF  JULY  17,  1862. — An  act  to  authorize  pa3rm6nt8  in  stamps^  and   to 
prohibit  circulation  of  notes  of  less  denomination  than  one  dollar. 

[xa  Statutes  at  Laisre,  p.  593.] 

Be  it  enacted^  etc^  That  the  Secretary  of  the  Treasury  be,  and  he  is 
hereby  directed  to  furnish  to  the  Assistant  Treasurers,  and  such  designated 
depositaries  of  the  United  States  as  may  be  by  him  selected,  in  such  sums  as 
he  may  deem  expedient,  the  postage  and  other  stamps  of  the  United  States 
to  be  exchanged  by  them,  on  application,  for  United  States  notes ;  and  from 
and  after  the  first  day  of  August  next,  such  stamps  shall  be  receivable  in  pay- 
ment of  all  dues  to  the  United  States  less  than  $5,  and  shall  be  received  in 
exchange  for  United  States  notes  when  presented  to  any  Assistant  Treasurer 
or  any  designated  depositary  selected  as  aforesaid,  in  sums  not  less  than  $5. 

Sec.  2.  And  be  it  further  enacted.  That  from  and  after  the  first  day  of 
August,  1862,  no  private  corporation,  banking  association,  firm,  or  individual, 
shall  make,  issue,  circulate,  or  pay  any  note,  check,  memorandum,  token,  or 
other  obligation,  for  a  less  sum  than  $1,  intended  to  circulateas  money,  or  to 
be  received  or  used  in  lieu  of  lawful  money  of  the  United  States ;  and  every 
person  so  offending  shall,  on  conviction  thereof,  in  any  district  or  circuit 
court  of  the  United  States,  be  punished  by  fine  not  exceeding  $500,  or  by 
imprisonment  not  exceeding  six  months,  or  by  both,  at  the  option  of  the  court. 


JOINT  RESOLUTION  OF  JANUARY  17,  1868.->  Joint  resolution  to  provide  for 
the  immediate  pa3rment  of  the  Army  and  Nayy  of  the  United  States. 

[la  Statutes  at  Large,  p.  Zv%^ 

Whereas  it  is  deemed  expedient  to  make  immediate  provision  for  the 
payment  of  the  army  and  navy :  therefore,  Be  it  resolved,  etc..  That  the 
Secretary  of  the  Treasury  be,  and  he  is  hereby  authorized^  if  required  by  the 
exigencies  of  the  public  service,  to  issue  on  the  credit  of  the  United  States 
the  sum  of  $100,000,000  of  United  States  notes,  in  such  form  as  he  may 
deem  expedient,  not  bearing  interest,  payable  to  bearer,  on  demand,  and  of 
such  denominations,  not  less  than  one  dollar,  as  he  may  prescribe,  which  notes 
so  issued  shall  be  lawful  money  and  a  legal  tender,  like  the  similar  notes 
heretofore  authorized  in  payment  of  all  debts,  public  and  private,  within  the 
United  States,  except  for  duties  on  imports  and  interest  on  the  public  debt ; 
and  the  notes  so  issued  shall  be  part  of  the  amount  provided  for  in  any  bill 
now  pending  for  the  issue  of  Treasury  notes,  or  that  may  be  passed  hereafter. 


ACT  OF  FEBRUARY  25,  1868. — An  act  to  provide  a  national  currency,  secured 
by  a  pledge  of  the  United  States  stocks,  and  to  provide  for  the  circula- 
tion and  redemption  thereof. 

f  xa  Statutes  at  Lai^e,  p.  665.] 

[Note. — This  act  was  superseded  by  the  act  of  June  3,  1864,  the  provisions  of 
which  were  largely  the  same.  The  most  important  differences  from  the  latter  act 
were  the  following :] 
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Sec.  17.  And  be  it  further  enacted,  That  the  entire  amount  of  circulating 
notes  to  be  issued  under  this  act  shall  not  exceed  $300,000,000.  $1 50,000,000 
of  which  sum  shall  be  apportioned  to  associations  in  the  States,  in  the  Dis- 
trict of  Columbia,  and  in  the  Territories  according  to  representative  popula- 
tion, and  the  remainder  shall  be  apportioned  by  the  Secretary  of  the  Treasury 
among  associations  formed  in  the  several  States,  in  the  District  of  Columbia, 
and  in  the  Territories,  having  due  regard  to  the  existing  banking  capital, 
resources,  and  business,  of  such  States,  District,  and  Territories. 

Sec.  62.  And  be  it  further  enacted,  That  any  bank  or  banking  associa- 
tion, authorized  by  any  State  law  to  engage  in  the  business  of  banking,  and 
duly  organized  under  such  State  law,  at  the  time  of  the  passage  of  this  act, 
and  which  shall  be  the  holder  and  owner  of  United  States  bonds  to  the 
amount  of  fifty  per  centum  of  its  capital  stock,  may  transfer  and  deliver  to 
the  Treasurer  of  the  United  States  such  bonds,  or  any  part  thereof,  in  the 
manner  provided  by  this  act ;  and,  upon  making  such  transfer  and  deliv- 
ery, such  bank  or  banking  association  shall  be  entitled  to  receive  from  the 
Comptroller  of  the  Currency,  circulating  notes,  as  herein  provided,  equal  in 
amount  to  eighty  per  centum  of  the  amount  of  the  bonds  so  transferred  and 
delivered. 

Sec.  63.  And  be  it  further  enacted,  That  upon  the  failure  of  any  such 
State  bank  or  banking  association,  to  redeem  any  of  its  circulating  notes 
issued  under  the  provisions  of  the  preceding  section  the  Comptroller  of  the 
Currency  shall,  when  satisfied  that  such  default  has  been  made,  and  within 
thirty  days  after  notice  of  such  default,  proceed  to  declare  the  bonds  trans- 
ferred and  delivered  to  the  treasurer,  forfeited  to  the  United  States,  and  the 
same  shall  thereupon  be  forfeited  accordingly.  And  thereupon  the  circula- 
ting notes  which  have  been  issued  by  such  bank  or  banking  association,  shall 
be  redeemed  and  paid  at  the  treasury  of  the  United  States  in  the  same  man- 
ner as  other  circulating  notes  issued  under  the  provisions  of  this  act  are 
redeemed  and  paid. 

Sec.  64.  And  be  it  further  enacted,  That  the  bonds  forfeited,  as  provided 
in  the  last  preceding  section,  may  be  canceled  to  an  amount  equal  to  the 
circulating  notes  redeemed  and  paid,  or  such  bonds  may  be  sold,  under  the 
direction  of  the  Secretary  of  the  Treasury,  and  after  retaining  out  of  the 
proceeds  a  sum  sufficient  to  pay  the  whole  amount  of  circulating  notes  for 
the  redemption  of  which  such  bonds  are  held,  the  surplus,  if  any  remains, 
shall  be  paid  to  the  bank  or  banking  association  from  which  such  bonds  were 
received. 

ACT  OF  MARCH  3,  1863. — An  act  tO  provide  ways  and  means  for  the   sup- 
port of  the  Government. 

[xa  Statutes  at  Lais^e,  p.  709.] 

Sec.  2.  And  be  it  further  enacted.  That  the  Secretary  of  the  Treasury  be, 
and  he  is  hereby,  authorized  to  issue,  on  the  credit  of  the  United  States,  $400,- 
000,000  in  treasury  notes,  payable  at  the  pleasure  of  the  United  States,  or 
at  any  such  time  or  times,  not  exceeding  three  years  from  date,  as  may  be 
found  most  beneficial  to  the  public  interests,  and  bearing  interest  at  a  rate 
not  exceeding  six  per  centum  per  annum,  payable  at  periods  expressed  on 
the  face  of  said  treasury  notes ;  and  the  interest  on  the  said  treasury  notes 
and  on  certificates  of  indebtedness  and  deposit  hereafter  issued,  shall  be  paid 
in  lawful  money.  The  treasury  notes  thus  issued  shall  be  of  such  denomina- 
tion as  the  Secretary  may  direct,  not  less  than  ten  dollars,  and  may  be  dis- 
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posed  of  on  the  best  terms  that  can  be  obtained,  or  may  be  paid  to  any 
creditor  of  the  United  States  willing  to  receive  the  same  at  par.  And  said 
treasury  notes  may  be  made  a  legal  tender  to  the  same  extent  as  United 
States  notes,  for  their  face  value,  excluding  interest ;  or  they  may  be  made 
exchangeable  under  regulations  prescribed  by  the  Secretary  of  the  Treasury, 
by  the  holder  thereof,  at  the  Treasury  in  the  City  of  Washington,  or  at  the 
office  of  any  assistant  treasurer  or  depositary  designated  for  that  purpose,  for 
United  States  notes  equal  in  amount  to  the  Treasury  notes  offered  for 
exchange,  together  with  the  interest  accrued  and  due  thereon  at  the  date  of 
interest  payment  next  preceding  such  exchange.  And  in  lieu  of  any  amount 
of  said  treasury  notes  thus  exchanged,  or  redeemed  or  paid  at  maturity,  the 
Secretary  may  issue  an  equal  amount  of  other  treasury  notes ;  and  the  treas- 
ury notes  so  exchanged,  redeemed,  or  paid,  shall  be  cancelled  and  destroyed 
as  the  Secretary  may  direct.  In  order  to  secure  certain  and  prompt 
exchanges  of  United  States  notes  for  treasury  notes,  when  required,  as 
above  provided,  the  Secretary  shall  have  power  to  issue  United  States  notes 
to  the  amount  of  $150,000,000,  which  may  be  used  if  necessary  for  such 
exchanges ;  but  no  part  of  the  United  States  notes  authorized  by  this  section 
shall  be  issued  for  or  applied  to  any  other  purposes  than  said  exchanges ; 
and  whenever  any  amount  shall  have  been  so  issued  and  applied,  the  same 
shall  be  replaced  as  soon  as  practicable  from  the  sales  of  treasury  notes  for 
United  States  notes. 

Sec.  3.  And  be  it  further  enacted.  That  the  Secretary  of  the  Treasury 
be,  and  he  is  hereby,  authorized,  if  required  by  the  exigencies  of  the  public 
service  for  the  payment  of  the  army  and  navy,  and  other  creditors  of  the  Gov- 
ernment, to  issue  on  the  credit  of  the  United  States  the  sum  of  $1 50,000,000  of 
United  States  notes,  including  the  amount  of  such  notes  heretofore  authorized 
by  the  joint  resolution  approved  January  1 7, 1863,  in  such  form  as  he  may  deem 
expedient,  not  bearing  interest,  payable  to  bearer,  and  of  such  denominations, 
not  less  than  one  dollar,  as  he  may  prescribe,  which  notes  so  issued  shall  be 
lawful  money  and  a  legal  tender  in  payment  of  all  debts,  public  or  private 
within  the  United  States,  except  for  duties  on  imports  and  interest  on  the 
public  debt ;  and  any  of  the  said  notes,  when  returned  to  the  treasury,  may 
be  reissued  from  time  to  time  as  the  exigencies  of  the  public  service  may 
require.  And  in  lieu  of  any  of  said  notes,  or  any  other  United  States  notes, 
returned  to  the  Treasury,  and  cancelled  or  destroyed,  there  may  be  issued 
equal  amounts  of  United  States  notes,  such  as  are  authorized  by  this  act. 
And  so  much  of  the  act  to  authorize  the  issue  of  United  States  notes,  and  for 
other  purposes,  approved  February  25,  1862,  and  of  the  act  to  authorize  an 
additional  issue  of  United  States  notes,  and  for  other  purposes,  approved 
July  II,  1862,  as  restricts  the  negotiation  of  bonds  to  market  value,  is  hereby 
repealed.  And  the  holders  of  United  States  notes,  issued  under  and  by 
virtue  of  said  acts,  shall  present  the  same  for  the  purpose  of  exchanging  the 
same  for  bonds,  as  therein  provided,  on  or  before  the  first  day  of  July,  1863, 
and  thereafter  the  right  so  to  exchange  the  same  shall  cease  and  determine. 

Sec.  4.  And  be  it  further  enacted.  That  in  lieu  of  postage  and  revenue 
stamps  for  fractional  currency,  and  of  fractional  notes,  commonly  called 
postal  currency,  issued  or  to  be  issued,  the  Secretary  of  the  Treasury  may 
issue  fractional  notes  of  like  amounts  in  such  forms  as  he  may  deem  expedi- 
ent, and  may  provide  for  the  engraving,  preparation,  and  issue  thereof  in  the 
treasury  department  building.  And  all  such  notes  issued  shall  be  exchange- 
able by  the  assistant- treasurers  and  designated  depositaries  for  United  States 
notes,  in  sums  not  less  than  three  dollars,  and  shall  be  receivable  for  postage 
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and  revenue  stamps,  and  also  in  payment  of  any  dues  to  the  United  States 
less  than  five  dollars,  except  duties  on  imports,  and  shall  be  redeemed  on 
presentation  at  the  treasury  of  the  United  States  in  such  sums  and  under 
such  regulations  as  the  Secretary  of  the  Treasury  shall  prescribe  :  Provided, 
That  the  whole  amount  of  fractional  currency  issued,  including  postage  and 
revenue  stamps  issued  as  currency,  shall  not  exceed  $50,000,000. 

Sec.  5.  And  be  it  further  enacted.  That  the  Secretary  of  the  Treasury  is 
hereby  authorized  to  receive  deposits  of  gold  coin  and  bullion  with  the  Treas- 
urer or  any  assistant-treasurer  of  the  United  States,  in  sums  not  less  than 
twenty  dollars,  and  to  issue  certificates  therefor,  in  denominations  of  not  less 
than  twenty  dollars  each,  corresponding  with  the  denominations  of  the  United 
States  notes.  The  coin  and  bullion  deposited  for  or  representing  the  certifi- 
cates of  deposit  shall  be  retained  in  the  treasury  for  the  payment  of  the 
same  on  demand.  And  certificates  representing  coin  in  the  treasury  may  be 
issued  in  payment  of  interest  on  the  public  debt,  which  certificates,  together 
with  those  issued  for  coin  and  bullion  deposited,  shall  not  at  any  time  exceed 
twenty  per  centum  beyond  the  amount  of  coin  and  bullion  in  the  treasury ; 
and  the  certificates  for  coin  or  bullion  in  the  Treasury  shall  be  received  at 
par  in  payment  for  duties  on  imports. 

Sec.  7.  *  *  *  All  banks,  associations,  or  corporations,  and  individuals 
issuing  or  reissuing  notes  or  bills  for  circulation  as  currency  after  April  i, 
1 863,  in  sums  representing  any  fractional  part  of  a  dollar,  shall  be  subject  to 
and  pay  a  duty  oifive  per  centum  each  half  year  thereafter  upon  the  amount 
of  such  fractional  notes  or  bills  so  issued.  *  *  *  , 


ACT  OF  JUNE  3,  1864.— An  act  to  secure  national  currency,  secured  by  a 
pledge  of  United  States  bonds,  and  to  provide  for  the  circulation  and 
redemption  thereof. 

[13  Statutes  at  Lu^e,  p.  99.] 

[Note. — This  act  is  the  basis  of  the  Revised  Statutes  at  pp.  521-531.  Only  such 
portions  are  given  here  as  are  affected  by  subsequent  legislation  prior  to  the  Revised 
Statutes. 

This  Act  repealed  the  Act  of  Feb.  25,  1863.  Some  of  the  principal  points  of  dif- 
ference between  the  two  acts  are  the  following : 

The  Act  of  1863  made  no  provision  for  the  redemption  of  the  circulation  by  the 
banks  of  the  principal  cities,  such  as  is  contained  in  sections  31  and  32  of  the  Act  of 
1864;  but  simply  required  that  every  bank  should  redeem  its  circulation  at  its  own  counter, 
and  that  it  should  have  for  that  and  other  purposes  a  reserve  equal  to  twenty-five  per 
cent  of  its  circulation  and  deposits,  of  which  reserve  three-fifths  might  be  deposited 
with  associations  in  nine  principal  cities  named  in  the  act. 

The  prohibition  of  the  issue  of  circulating  notes  of  a  less  denomination  than  five 
dollars,  took  effect  at  once  in  the  Act  of  1863. 

The  Act  of  1863  required  a  smaller  minimum  of  capital  for  a  new  bank  than  the 
Act  of  1864,  required  a  smaller  proportion  to  be  paid  in  before  beginning  business, 
and  allowed  a  longer  time  for  the  payment  of  the  remainder. 

The  Act  of  1864  makes  more  complete  provision  than  that  of  1863  for  the  con- 
version of  State  banks  into  national  associations,  permitting  the  retention  of  the 
former  name  of  a  bank  after  conversion,  and  in  section  12  exempting  the  stockholders 
of  such  banks  from  personal  liability  under  certain  conditions,  which  were  intended 
to  meet  the  case  of  the  Bank  of  Commerce  in  the  city  of  New  York.] 

Sec.  21.  And  be  it  further  enacted.  That  upon  the  transfer  and  delivery 
of  bonds  to  the  treasurer,  as  provided  in  the  foregoing  section,  the  associa- 
tions making  the  same  shall  be  entitled  to  receive  from  the  comptroller  of 
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the  currency,  circulating  notes  of  different  denominations,  in  blank,  registered 
and  countersigned  as  hereinafter  provided,  equal  in  amount  to  ninety  per 
centum  of  the  current  market  value  of  the  United  States  bonds  so  transferred 
and  delivered,  but  not  exceeding  ninety  per  centum  of  the  amount  of  said 
bonds  at  the  par  value  thereof,  if  bearing  interest  at  a  rate  not  less  than  five 
per  centum  per  annum ;  and  at  no  time  shall  the  total  amount  of  such  notes, 
issued  to  any  such  association  exceed  the  amount  at  such  time  actually  paid 
in  of  its  capital  stock.' 

Sec.  22.  And  be  it  further  enacted^  That  the  entire  amount  of  notes  for 
circulation  to  be  issued  under  this  act  shall  not  exceed  $300,000,000.'  *   *  * 

Sec.  34.  And  be  it  further  enacted.  That  every  association  shall  make 
to  the  comptroller  of  the  currency,  a  report,  according  to  the  form  which  may 
be  prescribed  by  him,  verified  by  the  oath  or  affirmation  of  the  president  or 
cashier  of  such  association ;  which  report  shall  exhibit  in  detail,  and  under 
appropriate  heads,  the  resources  and  liabilities  of  the  association  before  the 
commencement  of  business  on  the  morning  of  the  first  Monday  of  the  months 
of  January,  April,  July,  and  October  of  each  year.^  ♦  ♦  ♦  In  addition  to  the 
quarterly  reports  required  by  this  section,  every  association  shall,  on  the  first 
Tuesday  of  each  month,  make  to  the  Comptroller  of  the  Currency  a  statement, 
under  the  oath  of  the  president  or  cashier,  showing  the  condition  of  the 
association  making  such  statement,  on  the  morning  of  the  day  next  preced- 
ing the  date  of  such  statement,  in  respect  to  the  following  items  and  particu- 
lars, to  wit :  average  amount  of  loans  and  discounts,  specie,  and  other  lawful 
money  belonging  to  the  association,  deposits,  and  circulation.  And  associa- 
tions in  other  places  than  those  cities  named  in  the  thirty-first  section  of  this 
act  shall  also  return  the  amount  due  them  available  for  the  redemption  of 
their  circulation. 


ACT  OF  JUNE  30,  1864. — An  act  to  provide  ways  and  means  for  the  support  of 

the  Government,  and  for  other  purposes. 

[z3  Statutes  at  Large,  p.  918.] 

Sec.  2.  And  be  it  further  enacted^  That  the  Secretary  of  the  Treasury 
may  issue  on  the  credit  of  the  United  States,  and  in  lieu  of  an  equal  amount 
of  bonds  authorized  by  the  preceding  section,  and  as  a  part  of  said  loan,  not 
exceeding  $200,000,000,  in  IVeasury  notes  of  any  denomination  not  less  than 
ten  dollars,  payable  at  any  time  not  exceeding  three  ^'ears  from  date,  or,  if 
thought  more  expedient,  redeemable  at  any  time  after  three  years  from  date, 
and  bearing  interest  not  exceeding  the  rate  of  seven  and  three-tenths  per 
centum,  payable  in  lawful  money  at  maturity,  or,  at  the  discretion  of  the 
Secretary,  semi-annually.  And  the  said  treasury  notes  may  be  disposed  of 
by  the  Secretary  of  the  Treasury,  on  the  best  terms  that  can  be  obtained,  for 
lawful  money ;  and  such  of  them  as  shall  be  made  payable,  principal  and 
interest,  at  maturity,  shall  be  a  legal  tender  to  the  same  extent  as  United 
States  notes  for  their  face  value,  excluding  interest,  and  may  be  paid  to  any 
creditor  of  the  United  States  at  their  face  value,  excluding  interest,  or  to  any 
creditor  willing  to  receive  them  at  par,  including  interest ;  and  any  treasury 
notes  issued  under  the  authority  of  this  act  may  be  made  convertible,  at  the 


'See  Act  of  March  3,  1865,  p.  511,  and  Sec.  10  of  the  Act  of  July  12, 1882,  p.  538. 
■See  Act  of  March  3,  1865,  p.  511;  Act  of  July  12,  1870,  p.  515;  and  Act  of  January 
14,  1875,  repealing  limitation,  p.  531. 
'See  Act  of  March  3,  1869,  p.  514. 
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discretion  of  the  Secretary  of  the  Treasury,  into  any  bonds  issued  under  the 
authority  of  this  act.  And  the  Secretary  of  the  Treasury  may  redeem  and 
cause  to  be  cancelled  and  destroyed  any  treasury  notes  or  United  States  notes 
heretofore  issued  under  authority  of  previous  acts  of  Congress,  and  substitute, 
in  lieu  thereof,  an  equal  amount  of  treasury  notes  such  as  are  authorized  by 
this  act,  or  of  other  United  States  notes :  Provided^  That  the  total  amount  of 
bonds  and  treasury  notes  authorized  by  the  first  and  second  sections  of  this  act 
shall  not  exceed  $400,000,000,  in  addition  to  the  amounts  heretofore  issued ; 
nor  shall  the  total  amount  of  United  States  notes,  issued  or  to  be  issued,  ever 
exceed  $400,000,000,  and  such  additional  sum,  not  exceeding  $50,000,000,  as 
may  be  temporarily  required  for  the  redemption  of  temporary  loan ;  nor  shall 
any  treasury  note  bearing  interest,  issued  under  this  act,  be  a  legal  tender 
in  payment  or  redemption  of  any  notes  issued  by  any  bank,  banking  associ- 
ation, or  banker,  calculated  or  intended  to  circulate  as  money. 

Sec.  4>  And  be  it  further  enacted^  ThaX  the  Secretary  of  the  Treasury 
may  authorize  the  receipt,  as  a  temporary  loan,  of  United  States  notes  or  the 
notes  of  national  banking  associations  on  deposit  for  not  less  than  thirty  days, 
in  sums  of  not  less  than  $50,  by  any  of  the  assistant  treasurers  of  the  United 
States,  or  depositories  designated  for  that  purpose,  other  than  national  bank- 
ing associations,  who  shall  issue  certificates  of  deposit  in  such  form  as  the 
Secretary  of  the  Treasury  shall  prescribe,  bearing  interest  not  exceeding  six 
per  centum  annually,  and  payable  at  any  time  after  the  term  of  deposit,  and 
after  ten  days*  subsequent  notice,  unless  time  and  notice  be  waived  by,  the 
Secretary  of  the  Treasury ;  and  the  Secretary  of  the  Treasury  may  increase 
the  interest  on  deposits  at  less  than  six  per  centum  to  that  rate,  or,  on  ten 
days*  notice  to  depositors,  may  diminish  the  rate  of  interest  as  the  public 
interest  may  require ;  but  the  aggregate  of  such  deposits  shall  not  exceed 
$150,000,000  ;  and  the  Secretary  of  the  Treasury  may  issue,  and  shall  hold 
in  reserve  for  payment  of  such  deposits,  United  States  notes  not  exceeding 
$50,000,000,  including  the  amount  already  applied  in  such  payment ;  and 
the  United  States  notes,  so  held  in  reserve,  shall  be  used  only  when  needed, 
in  his  judgment,  for  the  prompt  payment  of  such  deposits  on  demand,  and 
shall  be  withdrawn  and  placed  again  in  reserve  as  the  amount  of  deposits 
shall  again  increase. 

Sec.  ^.  And  be  it  further  enacted.  That  the  Secretary  of  the  Treasury  may 
issue  notes  of  the  fractions  of  a  dollar  as  now  used  for  currency,  in  such  form, 
with  such  inscriptions^  and  with  such  safeguards  against  counterfeiting,  as  he 
may  judge  best,*  and  provide  for  the  engraving  and  preparation,  and  for  the 
issue  of  the  same,  as  well  as  of  all  other  notes  and  bonds,  and  other  obligations, 
and  shall  make  such  regulations  for  the  redemption  of  said  fractional  notes 
and  other  notes  when  mutilated  or  defaced,  and  for  the  receipt  of  said  frac- 
tional notes  in  payment  of  debts  to  the  United  States,  except  for  customs, 
in  such  sums,  not  over  five  dollars,  as  may  appear  to  him  expedient ;  and  it  is 
hereby  declared  that  all  laws  and  parts  of  laws  applicable  to  the  fractional 
notes  engraved  and  issued  as  herein  authorized,  apply  equally  and  with  like 
force  to  all  the  fractional  notes  heretofore  authorized,  whether  known  as  postage 
currency  or  otherwise,  and  to  postage-stamps  issued  as  currency;  but  the 
whole  amount  of  all  descriptions  of  notes  or  stamps  less  than  one  dollar 
issued  as  currency,  shall  not  exceed  $50,000,000. 


*  By  the  act  of  Mar.  3,  1865,  authorizing  the  coinage  of  three-cent  pieces  and  for 
other  purposes,  the  issue  of  fractional  notes  of  less  denomination  than  five  cents  was 
forbidden,  and  by  the  act  of  May  16, 1866,  the  issue  of  such  notes  of  less  denomination 
than  ten  cents  was  forbidden. 
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ACT  OF  MARCH  8, 1865. — An  act  to  authorize  the  coinage  of  three-cent  pieces, 

and  for  other  purposes. 

[13  Statutes  at  Lu^y  p.  5x7.] 

[Provides  for  the  coinage  of  a  three-cent  piece,  weighing  thirty  grains,  of 
nickel  and  copper,  not  exceeding  25  per  cent,  nickel  —  "a  legal  tender  in 
any  one  payment  to  the  amount  of  60  cents,  and  that  no  fractional  notes  to  be 
issued  under  five  cents."] 

ACT  OF  MARCH  8,  1865. — ^An  act  to  provide  ways  and  means  for  the  support  of 

the  Government. 

[13  Statutes  at  Large,  p.  468.] 

*  *  *  Provided t  that  the  rate  of  interest  on  any  such  bonds  or  treasury 
notes,  when  payable  in  coin,  shall  not  exceed  six  per  centum  per  annum  ;  and 
when  not  payable  in  coin  shall  not  exceed  seven  aAd  three  tenths  per  centum 
per  annum  ;  and  the  rate  and  character  of  interest  shall  be  expressed  on  all 
such  bonds  or  treasury  notes :  *  *  *  . 


ACT  OF  MARCH  8,  1865.^ An  act  to  amend  an  act  entitled  "An  Act  to 
provide  a  national  currency,  secured  by  a  pledge  of  United  States  bonds, 
and  to  provide  for  the  circulation  and  redemption  thereof." 

[x3  Statutes  at  Laiigc,  p.  498.] 

*  *  ^  And  the  amount  of  said  circulating  notes  to  be  furnished  to 
each  association  shall  be  in  proportion  to  its  paid-up  capital  as  follows,  and 
no  more :  '  To  each  association  whose  capital  shall  not  exceed  $500,000, 
ninety  per  centum  of  such  capital ;  to  each  association  whose  capital  exceeds 
.  $500,000,  but  does  not  exceed  $.1,000,000,  eighty  per  centum  of  such  capital ; 
to  each  association  whose  capital  exceeds  $1,000,000,  but  does  not  exceed 
$3,000,000,  seventy-five  per  centum  of  such  capital ;  to*each  association  whose 
capital  exceeds  $3,000,000,  sixty  per  cent,  of  such  capital.  And  that  $150,- 
000,000  of  the  entire  amount  of  circulating  notes  authorized  to  be  issued  shall 
be  apportioned  to  associations  in  the  states,  in  the  District  of  Columbia,  and  in 
the  territories,  according  to  representative  population,  and  the  remainder  shall 
be  apportioned  by  the  Secretary  of  the  Treasury  among  associations  formed 
in  the  several  states,  in  the  District  of  Columbia,  and  in  the  territories,  hav- 
ing due  regard  to  the  existing  banking  capital,  resources  and  business  of 
such  states,  district,  and  territories. 


ACT  OF  MARCH  8,  1865.— An  act  to  amend  an  act  entitled  "An  Act  to  provide 
internal  revenue,  to  support  the  Government,  to  pay  interest  on  the  public 
debt,  and  for  other  purposes,"  approved  June  xo,  1864. 

[13  Statutes  at  Lai^e,  p.  469.] 

Sec.  6.  And  be  it  further  enacted.  That  every  national  banking  association, 
state  bank  or  state  banking  association,  shall  pay  a  tax  of  ten  per  centum  on 
the  amount  of  notes  of  any  state  bank  or  state  banking  association,  paid  out 
by  them  after  the  first  day  of  July,  1 866. 


'See  Sec.  21  of  Act  of  June  3, 1864,  above,  and  Sec.  10  of  the  Act  of  July  12, 1882, 
p.  538. 
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Sec.  7.  And  be  it  further  enacted ^  That  any  existing  bank  organized  under 
the  laws  of  any  state,  having  a  paid-up  capital  of  not  less  than  $75,000,  which 
shall  apply  before  the  first  day  of  July  next  for  authority  to  become  a  national 
bank,  under  the  act  *  *  *  approved  June  3,  1864,  and  shall  comply  with 
all  the  requirements  of  said  act,  shall,  if  such  bank  be  found  by  the  Comp- 
troller of  the  Currency  to  be  in  good  standing  and  credit,  receive  such 
authority  in  preference  to  new  associations  applying  for  the  same :  *  *  ♦  * 

[Remainder  of  Section,  referring  to  state  banks  having  branches,  same  as  Sec. 
5155  of  Rev.  St.,  See  p.  522.]  

ACT  OF  APRIL  12, 1866.^  An  act  to  amend  an  act  entitled  "An  act  to  provide 
ways  and  means  to  support  the  Government/'  approved  March  3,  1865. 

[14  Statutes  at  Large,  p.  31.] 

Be  it  enacted^  etc..  That  the  act  entitled  '*An  act  to  provide  ways  and  means 
to  support  the  Government,"  approved  March  3,  1865,  shall  be  extended  and 
construed  to  authorize  the  Secretary  of  the  Treasury,  at  his  discretion,  to 
receive  any  treasury  notes  or  other  obligations  issued  under  any  act  of  Con- 
gress, whether  bearing  interest  or  not,  in  exchange  for  any  description  of 
bonds  authorized  by  the  act  to  which  this  is  an  amendment ;  and  also  to  dis- 
pose of  any  description  of  bonds  authorized  by  said  act,  either  in  the  United 
States  or  elsewhere,  to  such  an  amount,  in  such  manner,  and  at  such  rates  as 
he  may  think  advisable,  for  lawful  money  of  the  United  States,  or  for  any 
treasury  notes,  certificates  of  indebtedness,  or  certificates  of  deposit,  or  other 
representatives  of  value,  which  have  been  or  which  may  be  issued  under  any 
act  of  Congress,  the  proceeds  thereof  to  be  used  only  for  retiring  treasury 
notes  or  other  obligations  issued  under  any  act  of  Congress  ;  but  nothing 
herein  contained  shall  be  construed  to  authorize  any  increase  of  the  public 
debt:  Provided,  That  of  United  States  notes  not  more  than  $10,000,000  may 
be  retired  and  cancelled  within  six  months  from  the  passage  of  this  act,  and 
thereafter  not  more  than  $4,000,000  in  any  one  month  :  And  provided  Jurther, 
That  the  act  to  which  this  is  an  amendment  shall  continue  in  full  force  in  all 
its  provisions,  except  as  modified  by  this  act. 


ACT  OF  MAY  16, 1866. — An  act  to  authorize  the  coinage  of  five-cent  pieces. 

[14  Statutes  at  Large,  p.  47.] 

[Provides  for  the  coinage  of  a  nickel  five-cent  piece,  weighing  77.16 
grains,  legal  tender  in  any  one  payment  to  the  amount  of  one  dollar.' 
Redeemable  in  national  currency  when  presented  in  sums  of  not  less  than 
$100.  Prohibits  the  issue  of  fractional  notes  of  less  denomination  than  ten 
cents."] 

ACT  OF  JULY  18,  1866 — to  reduce  internal  taxation,  etc. 

[14  Statutes  at  Large,  p.  98.] 

Sec.  9.  [bis]  And  be  it  further  enacted.  That  Section  six  of  the  Act  of 
March  3,  1 865,  *  *  *  be  amended  by  striking  out  all  after  the  enacting 
clause,  and  inserting  in  lieu  thereof  the  following  :  That  every  national  banking 


«See  Sec.  3587  Rev.  Statutes,  p.  521. 

*Sec.  3  of  the  act  of  March  3,  1865,  prohibited  the  issue  of  fractional  notes  of 
less  denomination  than  five  cents. 
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association,  State  bank,  or  State  banking  association,  shall  pay  a  tax  of  ten 
per  centum  on  the  amount  of  notes  of  any  person.  State  bank,  or  State  bank- 
ing association,  used  for  circulation  and  paid  out  by  them  after  the  first  day 
of  August,  1 866,  and  such  tax  shall  be  assessed  and  paid  in  such  manner  as 
shall  be  prescribed  by  the  commission  of  internal  revenue. 


ACT  OF  MARCH  2,  1867. — An  act  to  provide  ways  and  means  for  the  payment 

of  compound-interest  notes.* 

[z4  Statutes  at  Large,  p.  558.] 

Be  it  enacted,  etc..  That  for  the  purpose  of  redeeming  and  retiring  any 
compound- interest  notes  outstanding,  the  Secretary  of  the  Treasury  is  hereby 
authorized  and  directed  to  issue  temporary  loan  certificates  in  the  manner 
prescribed  by  section  four  of  the  act  entitled  "An  act  to  authorize  the  issue 
of  United  States  notes  and  for  the  redemption  or  funding  thereof,  and  for 
funding  the  floating  debt  of  the  United  States,*'  approved  February  25,  1862, 
bearing  interest  at  a  rate  not  exceeding  three  per  centum  per  annum,  prin- 
cipal and  interest  payable  in  lawful  money  on  demand ;  and  said  certificates 
of  temporary  loan  may  constitute  and  be  held,  by  any  national  bank  holding 
or  owning  the  same,  as  a  part  of  the  reserve  provided  for  in  sections  31  and 
32  of  the  act  entitled  "An  act  to  provide  a  national  currency  secured  by  a 
pledge  of  United  States  bonds,  and  to  provide  for  the  circulation  and  redemp- 
tion thereof,"  approved  June  3,  1864  :  Provided,  That  not  less  than  two  fifths 
of  the  entire  reserve  of  such  bank  shall  consist  of  lawful  money  of  the  United 
States  :  And  provided  further.  That  the  amount  of  such  temporary  certificates 
at  any  time  outstanding  shall  not  exceed  $50,000,000. 


ACT  OP  MARCH  26,  1867. —  An  act  to  exempt  wrapping-paper  made  from  wood 
or  cornstalks  from  internal  tax,  and  for  other  purposes. 

[15  Statutes  at  Larige,  p.  6.] 

Sec.  2.  And  be  it  further  enacted.  That  every  national  banking  association, 
state  bank  or  banker,  or  association,  shall  pay  a  tax  of  ten  per  centum  on  the 
amount  of  notes  of  any  town,  city,  or  municipal  corporation,  paid  out  by  them 
after  the  first  day  of  May,  A.  D.  1867,  to  be  collected  in  the  mode  and  manner 
in  which  the  tax  on  the  notes  of  state  banks  is  collected. 


ACT  OF  FEBRUARY  4,  1868, — An  act  to  suspend  further  reduction    of  the 

currency. 

[15  Statues  at  Laifife,  p.  34.J 

Be  it  enacted,  etc,.  That,  from  and  after  the  passage  of  this  act,  the  authority 
of  the  Secretary  of  the  Treasury  to  make  any  reduction  of  the  currency,  by 
retiring  or  cancelling  United  States  notes,  shall  be,  and  is  hereby,  suspended; 
but  nothing  herein  contained  shall  prevent  the  cancellation  and  destruction 
of  mutilated  United  States  notes,  and  the  replacing  of  the  same  with  notes  of 
the  same  character  and  amount. 

[Became  a  law  without  the  President's  signature  on  February  4,  1868.] 


'See  Act  of  July  25,  1868;  also  Act  of  July  12,  1870,  p.  5x5,  providing  for  the 
retirement  of  such  loan  certificates. 
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ACT  OF  JULY  25y  1868. — An  act  to  proride  for  a  further  issue  of  temporary  loan 
certiflcatesy  for  the  purpose  of  redeeming  and  retiring  the  remainder  of  the 
ontatanding  compound  interest  notes. 

[15  Statutes  at  Lai^fe,  p.  183.] 

Be  it  enacted,  etc,.  That  for  the  sole  purpose  of  redeeming  and  retiring  the 
remainder  of  the  compound-interest  notes  outstanding,  the  Secretary  of  the 
Treasury  is  hereby  authorized  and  directed  to  issue  an  additional  amount  of 
temporary  loan  certificates,  not  exceeding  $25,000,000;  said  certificates  to 
bear  interest  at  the  rate  of  three  per  centum  per  annum,  principal  and  interest 
payable  in  lawful  money  on  demand,  and  to  be  similar  in  all  respects  to  the 
certificates  authorized  by  the  act  entitled  "  An  act  to  provide  ways  and  means 
for  the  payment  of  compound-interest  notes,"  approved  March  2,  1867  ;  and 
the  said  certificates  may  constitute  and  be  held  by  any  national  bank  holding 
or  owning  the  same  as  a  part  of  the  reserve,  in  accordance  with  the  provisions 
of  the  above  mentioned  act  of  March  2,  1867. 


ACT  OF  MAHCH  8,  1869. — An  act  regulating  the  reports  of  national  banking 

associations. 

[x5  Statutes  at  Laii^e,  p.  306.] 

Be  it  enacted,  etc,.  That  in  lieu  of  all  reports  required  by  section  34  of  the 
national  currency  act,  every  association  shall  make  to  the  Comptroller  of  the 
Currency,  not  less  than  five  reports  during  each  and  every  year,  according  to 
the  form  which  may  be  prescribed  by  him,  verified  by  the  oath  or  affirmation 
of  the  president  or  cashier  of  such  association,  and  attested  by  the  signature 
of  at  least  three  of  the  directors ;  which  report  shall  exhibit,  in  detail  and 
under  appropriate  heads,  the  resources  anid  liabilities  of  the  associations  at 
the  close  of  business  on  any  past  day  to  be  by  him  specified,    ^    ^    ^, 


ACT  OF  MARCH   18,  1869. — An  act  to  strengthen  the  pnhlic  credit. 

[x6  Statutes  at  Laisfe,  p.  x.] 

Be  it  enacted,  etc.  That  in  order  to  remove  any  doubt  as  to  the  purpose 
of  the  government  to  discharge  all  just  obligations  to  the  public  creditors, 
and  to  settle  conflicting  questions  and  interpretations  of  the  laws  by  virtue 
of  which  such  obligations  have  been  contracted,  it  is  hereby  provided  and 
declared  that  the  faith  of  the  United  States  is  solemnly  pledged  to  the  pay- 
ment in  coin  or  its  equivalent  of  all  the  obligations  of  the  United  States  not 
bearing  kiterest,  known  as  United  States  notes,  and  of  all  the  interest-bearing 
obligations  of  the  United  States,  except  in  cases  where  the  law  authorizing 
the  issue  of  any  such  obligation  has  expressly  provided  that  the  same  may 
be  paid  in  lawful  money  or  other  currency  than  gold  and  silver.  But  none  of 
said  interest-bearing  obligations  not  already  due  shall  be  redeemed  or  paid 
before  maturity  unless  at  such  time  United  States  notes  shall  be  convertible 
into  coin  at  the  option  of  the  holder,  or  unless  at  such  time  bonds  of  the 
United  States  bearing  a  lower  rate  of  interest  than  the  bonds  to  be  redeemed 
can  be  sold  at  par  in  coin.  And  the  United  States  also  solemnly  pledges  its 
faith  to  make  provision  at  the  earliest  practicable  period  for  the  redemption 
of  the  United  States  notes  in  coin. 
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ACT  OF  JULY  12,  1870. — ^An  act  to  provide  for  the  redemption  of  the  three  per 
cent,  temporary  loan  certificates  and  for  an  increase  of  national  bank  notes. 

[16  Statutes  at  Lar^e,  p.  251.] 

Be  it  enacted^  etc.  That  $54,000,000  in  notes  for  circulation  may  be 
issued  to  national  banking  associations,  in  addition  to  the  $300,000,000 
authorized  by  the  2 2d  section  of  the  "  Act  to  provide  a  national  currency, 
secured  by  a  pledge  of  United  States  bonds,  and  to  provide  for  the  circula- 
tion and  redemption  thereof,**  approved  June  3,  1864  ;  and  the  amount  of 
notes  so  provided  shall  be  furnished  to  banking  associations  organized,  or  to 
be  organized,  in  those  states  and  territories  having  less  than  their  proportion 
under  the  apportionment  contemplated  by  the  provisions  of  the  "  Act  to 
amend  an  act  to  provide  a  national  currency,  secured  by  a  pledge  of  United 
States  bonds,  and  to  provide  for  the  circulation  and  redemption  thereof," 
approved  March  3,  1865  ;  and  the  bonds  deposited  withnhe  Treasurer  of  the 
United  States,  to  secure  the  additional  circulating  notes  herein  authorized,  shall 
be  of  any  description  of  bonds  of  the  United  States,  bearing  interest  in  coin, 
but  a  new  apportionment  of  the  increased  circulation  herein  provided  for 
shall  be  made  as  soon  as  practicable,  based  upon  the  census  of  1870  :  Pro- 
vided, That  if  applications  for  the  circulation  herein  authorized  shall  not  be 
made  within  one  year  after  the  passage  of  this  act  by  banking  associations 
organized,  or  to  be  organized,  in  States  having  less  than  their  proportion,  it 
shall  be  lawful  for  the  Comptroller  of  the  Currency  to  issue  such  circulation 
to  banking  associations  applying  for  the  same  in  other  States  or  Territories 
having  less  than  their  proportion,  giving  the  preference  to  such  as  have  the 
greatest  deficiency:'  And  provided  further.  That  no  banking  association 
hereafter  organized  shall  have  a  circulation  in  excess  of  $500,000.' 

Sec.  2.  And  be  it  further  enacted.  That  at  the  end  of  each  month  after 
the  passage  of  this  act,  it  shall  be  the  duty  of  the  Comptroller  of  the  Cur- 
rency to  report  to  the  Secretary  of  the  Treasury  the  amount  of  circulating 
notes  issued,  under  the  provisions  of  the  preceding  section,  to  national  bank- 
ing associations  during  the  previous  month  ;  whereupon  the  Secretary  of 
the  Treasury  shall  redeem  and  cancel  an  amount  of  the  three  per  centum  tem- 
porary loan  certificates  issued  under  the  acts  of  March  2,  1867,  and  July  25, 
1868,  not  less  than  the  amount  of  circulating  notes  so  reported,  and  may,  if 
necessary,  in  order  to  procure  the  presentation  of  such  temporary  loan  cer- 
tificates for  redemption,  give  notice  to  the  holders  thereof,  by  publication  or 
otherwise,  that  certain  of  said  certificates  (which  shall  be  designated  by  num- 
ber, date,  and  amount)  shall  cease  to  bear  interest  from  and  after  a  day  to  be 
designated  in  such  notice,  and  that  the  certificates  so  designated  shall  no 
longer  be  available  as  any  portion  of  the  lawful  money-reserve  in  possession 
of  any  national  banking  association,  and  after  the  day  designated  in  such 
notice  no  interest  shall  be  paid  on  such  certificates,  and  they  shall  not  there- 
after be  counted  as  a  part  of  the  reserve  of  any  banking  association. 


ACT  OF  MARCH  3,  1871. — An  act  to  provide  for  the  redemption  of  copper  and 

other  token  coins. 

[16  Statutes  at  Large,  p.  580.] 

Be  it  enacted,  etc,,  That  the  Secretary  of  the  Treasury  is  hereby  authorized 


'  All  these  regulations  for  the  distribution  of  bank  currency  were  repealed  by  the 
act  of  January  14,  1875  ;  see  page  531. 

*  Repealed  by  Act  of  July  12,  1882,  Sec.  10,  p.  538. 
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and  required  to  redeem  in  lawful  money,  under  such  rules  and  regulations 
as  he  may  from  time  to  time  prescribe,  all  copper,  bronze,  copper-nickel, 
and  base-metal  coinage  of  every  kind  heretofore  authorized  by  law,  when 
presented  in  sums  of  not  less  than  $20  ;  and  whenever  under  this  authority 
these  coins  are  presented  for  redemption  in  such  quantity  as  to  show  the 
amount  outstanding  to  be  redundant,  the  Secretary  of  the  Treasury  is  author- 
ized to  discontinue  or  diminish  the  manufacture  and  issue  of  such  coinage 
until  otherwise  ordered  by  him. 


ACT  OP  FKBfiUASY  12,  1873.*  —  An  act  reyising  and  amending  the  laws  lela- 
tiTe  to  the  mints.  Assay-offices,  and  coinage  of  the  United  States. 

[17  Statutes  at  Lafsc,  P«  434.] 

♦Note  —  The  act  of  February  12,  1873,  is  largely  a  revision  of  earlier  coinage 
laws,  and  contains  76  sections.  As  it  is  included  in  the  reTision  of  1874;  only  a  few 
portions  are  reproduced  here. 

Be  it  enacUd,  etc.  *****  * 

Sec.  14.  That  the  gold  coins  of  the  United  States  shall  be  a  one-dollar, 
piece,  which,  at  the  standard  weight  of  twenty-five  and  eight-tenths  grains, 
shall  be  the  unit  of  value  ;  a  quarter-eagle,  or  two-and-a-half- dollar  piece  ; 
a  three-dollar  piece ;  a  half-eagle,  or  five-dollar  piece  ;  an  eagle,  or  ten- 
dollar  piece ;  and  a  double  eagle,  or  twenty-dollar  piece.  And  the  standard 
weight  of  the  gold  dollar  shall  be  twenty-five  and  eight-tenths  grains ;  of  the 
quarter-eagle,  or  two-and-a-half-dollar  piece,  sixty-four  and  a  half  grains ;  of 
the  three -dollar  piece,  seventy-seven  and  four-tenths  grains ;  of  the  half- 
eagle,  or  five-dollar  piece,  one  hundred  and  twenty-nine  grains ;  of  the  eagle, 
or  ten-dollar  piece,  two  hundred  and  fifty-eight  grains  ;  of  the  double-eagle, 
or  twenty-dollar  piece,  ^\e.  hundred  and  sixteen  grains  ;  which  coins  shall 
be  a  legal  tender  in  all  payments  at  their  nominal  value  when  not  below  the 
standard  weight  and  limit  of  tolerance  provided  in  this  act  for  the  single 
piece,  and,  when  reduced  in  weight,  below  said  standard  and  tolerance,  shall 
be  a  legal  tender  at  valuation  in  proportion  to  their  actual  weight ;  and  any 
gold  coin  of  the  United  States,  if  reduced  in  weight  by  natural  abrasion  not 
more  than  one-half  of  one  per  centum  below  the  standard  weight  prescribed  by 
law,  after  a  circulation  of  twenty  years,  as  shown  by  its  date  of  coinage,  and 
at  a  ratable  proportion  for  any  period  less  than  twenty  years,  shall  be 
received  at  their  nominal  value  by  the  United  States  treasur)-  and  its  offices, 
under  such  regulations  as  the  Secretary  of  the  Treasury  may  prescribe  for 
the  protection  of  the  Government  against  fraudulent  abrasion  or  other  prac- 
tices ;  and  any  gold  coins  in  the  treasur)*  of  the  United  States  reduced  in 
weight  below  this  limit  of  abrasion  shall  be  recoined. 

Sec.  15.  That  the  silver  coins  of  the  United  States  shall  be  a  trade-dollar, 
a  half-dollar,  or  fifty-cent  piece,  a  quarter-dollar,  or  twenty-five-cent  piece,  a 
dime,  or  ten-cent  piece ;  and  the  weight  of  the  trade  dollar  shall  be  four 
hundred  and  twenty  grains  troy  ;  the  weight  of  the  half-dollar  shall  be  twelve 
grsunmes  and  one-half  of  a  gramme ;  the  quarter-dollar  and  the  dime  shall 
be,  respectively,  one-half  and  one-fifth  of  the  weight  of  said  half-dollar ;  and 
said  coins  shall  be  a  legal  tender  at  their  nominal  value  for  any  amount  not 
exceeding  five  dollars  in  any  one  payment.' 


'  See  Sees.  35 13*  3586,  Revised  Statutes,  pp.  518,  521. 
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RSVrSSD  STATUTSS  OF  THS  UNITSD  STATSS. 

[Bold  face  references  in  parentheses  indicate  the  immediate  source  of  the  legis- 
lation in  question.  The  date  1873,  alone,  refers  to  the  Act  of  February  12,  1873 ; 
1864,  alone,  to  the  National  Bank  Act  of  June  3,  1864.] 

Sec.  254.  (Mar.  3, 1863,  §  5.)  The  Secretary  of  the  Treasury  is  authorized 
to  receive  deposits  of  gold  coin  and  bullion  with  the  Treasurer  or  any  assist- 
ant treasurer  of  the  United  States,  in  sums  not  less  than  twenty  dollars,  and 
to  issue  certificates  therefor,  in  denominations  of  not  less  than  twenty  dollars, 
each,  corresponding  with  the  denominations  of  the  United  States  notes.  The 
coin  and  bullion  deposited  for  or  representing  the  certificates  of  deposit  shall 
be  retained  in  the  Treasury  for  the  payment  of  the  same  on  demand.  And 
certificates  representing  coin  in  the  Treasury  may  be  issued  in  payment  of 
interest  on  the  public  debt,  which  certificates,  together  with  those  issued  for 
coin  and  bullion  deposited,  shall  not  at  any  time  exceed  twenty  per  centum 
beyond  the  amount  of  coin  and  bullion  in  the  Treasury  ;  and  the  certificates 
for  coin  and  bullion  in  the  Treasury  shall  be  received  at  par  in  payment  for 
duties  on  imports. 

Sec.  324  (1864,  §  I.)  There  shall  be  in  the  Department  of  the  Treasury  a 
Bureau  charged  with  the  execution  of  all  laws  passed  by  Congress  relating  to 
the  issue  and  regulation  of  a  national  currency  secured  by  United  States 
bonds  ;  the  chief  officer  of  which  Bureau  shall  be  called  the  Comptroller  of 
the  Currency,  and  shall  perform  his  duties  under  the  general  direction  of  the 
Secretary  of  the  Treasury. 

Sec.  3412.  (Mar.  3,  1865,  §6;  July  13,  x866,  §  9.)  Every  national  banking 
association,  State  bank,  or  State  banking  association,  shall  pay  a  tax  of  ten  per 
centum  on  the  amount  of  notes  of  any  person,  or  of  any  State  bank  or  State 
banking  association,  used  for  circulation  and  paid  out  by  them. 

Sec.  3413.  (Mar.  a6,  1867,  §  a.)  Every  national  banking  association.  State 
bank,  or  banker,  or  association,  shall  pay  a  tax  of  ten  per  centum  on  the 
amount  of  notes  of  any  town,  city,  or  municipal  corporation,  paid  out  by 
them.' 

Sec.  3414.  (Mar.  3,  1865.)  A  true  and  complete  return  of  the  monthly 
amount  of  circulation,  of  deposits,  and  of  capital,  as  aforesaid,  and  of  the 
monthly  amount  of  notes  of  persons,  town,  city,  or  municipal  corporation, 
State  banks,  or  State  banking  associations  paid  out  as  aforesaid  for  the 
previous  six  months,  shall  be  made  and  rendered  in  duplicate  on  the  first 
day  of  December  and  the  first  day  of  June,  by  each  of  such  banks,  associa- 
tions, corporations,  companies,  or  persons,     *     *     *. 

Sec.  3473.  All  duties  on  imports  shall  be  paid  in  gold  and  silver  coin 
only,  [coin  certificates!  or  in  demand  Treasury  notes,  issued  under  the 
authority  of  the  acts  of  July  17,  1861,  chapter  five;  and  February  12,  1862, 
chapter  twenty;  and  all  taxes  and  other  debts  and  demands  than  duties  on 
imports,  accruing  or  becoming  due  to  the  United  States,  shall  be  paid  in  gold 
and  silver  coin.  Treasury  notes.  United  States  notes,  or  notes  of  national 
banks;'    ♦     ♦     ♦  . 

Sec.  3505.  (1873,  §  14.)  Any  gold  coins  of  the  United  States,  if  reduced 
in  weight  by  natural  abrasion  not  more  than  one-half  of  one  per  centum 
below  the  standard  weight  prescribed  by  law,  after  a  circulation  of  twenty 


'See  act  of  February  8,  1875,  P»  532* 
■As  amended  by  act  of  February  27,  1877. 
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years,  as  shown  by  the  date  of  coinage,  and  at  a  ratable  proportion  for  any 
period  less  than  twenty  years,  shall  be  received  at  their  nominal  value  by  the 
United  States  Treasury  and  its  offices,  under  such  regulations  as  the  Secre- 
tary of  the  Treasury  may  prescribe  for  the  protection  of  the  Government 
against  fraudulent  abrasion  or  other  practices. 

Sec.  351 1.  (18739  §  14.)  The  gold  coins  of  the  United  States  shall  be  a 
one-dollar  piece,  which,  at  the  standard  weight  of  twenty-five  and  eight- 
tenths  grains,  shall  be  the  unit  of  value  ;  the  quarter-eagle,  or  two  and  a 
half  dollar  piece ;  a  three-dollar  piece ;  a  half -eagle,  or  five-dollar  piece  ;  an 
eagle,  or  ten-dollar  piece  ;  and  a  double -eagle,  or  twenty-dollar  piece.  And 
the  standard  weight  of  the  gold  dollar  shall  be  twenty-ftve  and  eight-tenths 
grains  ;  of  the  quarter-eagle,  or  two  and  a  half  dollar  piece,  sixty-four  and  a 
half  grains  ;  of  the  three-dollar  piece,  seventy-seven  and  four-tenths  grains  ; 
of  the  half-eagle,  or  five-dollar  piece,  one  hundred  and  twenty-nine 
grains  ;  of  the  eagle,  or  ten-doUar  piece,  two  hundred  and  fifty-eight  grains  ; 
of  the  double-eagle,  or  twenty-dollar  piece,  five  hundred  and  sixteen  grains.' 

Sec.  3512.  (1873,  §14.)  Any  gold  coins  in  the  Treasury  of  the  United 
States,  when  reduced  in  weight  by  natural  abrasion  more  than  one-half  of  one 
per  centum  below  the  standard  weight  prescribed  by  law,  shall  be  recoined. 

Sec.  3513.*  (1873,  §  15.)  The  silver  coins  of  the  United  States  shall  be  a 
trade-dollar,  a  half-dollar,  or  a  fifty-cent  piece,  a  quarter-dollar,  or  twenly- 
five-cent  piece,  a  dime,  or  ten-cent  piece ;  and  the  weight  of  the  trade-dollar 
shall  be  four  hundred  and  twenty  grains  troy  ;  the  weight  of  the  half-dollar 
shall  be  twelve  grams  and  one-half  of  a  gram  ;  the  quarter-dollar  and  the 
dime  shall  be,  respectively,  one-half  and  one-fifth  of  the  weight  of  said  half- 
dollar. 

Sec.  3514.  (1873,  §13,)  The  standard  for  both  gold  and  silver  coins  of 
the  United  States  shall  be  such  that  of  one  thousand  parts  by  weight  nine 
hundred  shall  be  of  pure  metal  and  one  hundred  of  alloy.  The  alloy  of  the 
silver  coins  shall  be  of  copper.  The  alloy  of  the  gold  coins  shall  be  of  cop- 
per, or  of  copper  and  silver ;  but  the  silver  shall  in  no  case  exceed  one- 
tenth  of  the  whole  alloy. 

Sec.  3515.  (1873,  §  16,)  The  minor  coins  of  the  United  States  shall  be  a 
five-cent  piece,  a  three-cent  piece,  and  a  one-cent  piece.  The  alloy  for  the 
five  and  three-cent  pieces  shall  be  of  copper  and  nickel,  to  be  composed  of 
three-fourths  copper  and  one-fourth  nickel.  The  alloy  of  the  one-cent  piece 
shall  be  ninety-five  per  centum  of  copper  and  five  per  centum  of  tin  and 
zinc,  in  such  proportions  as  shall  be  determined  by  the  Director  of  the  Mint. 
The  weight  of  the  piece  of  five  cents  shall  be  seventy-seven  and  sixteen-hun- 
dredths  grains  troy  ;  of  the  three-cent  piece,  thirty  grains  ;  and  of  the  one- 
cent  piece,  forty-eight  grains. 

Sec.  3516.  (1873,  5J  i7f)  No  coins,  either  of  gold,  silver,  or  minor  coinage, 
shall  hereafter  be  issued  from  the  Mint  other  than  those  of  the  denomina- 
tions, standards,  and  weights  set  forth  in  this  Title. 


'Coinage  of  $i  and  %^  pieces  discontinued  by  Act  of  September  26,  1890, 
page  542. 

■See  also  Act  of  March  3,  1875,  for  20-ct.  silver  pieces;  Act  of  February  28, 
1878,  restoring  standard  silver  dollar  to  full  legal  tender  and  authorizing  its  coinage ; 
Act  July  14,  1890,  discontinuing  coinage  of  silver  dollar.  By  an  act  of  August  5, 
1892,  the  coinage  of  5,000,000  souvenir  half  dollars  for  the  World^s  Columbian  Expo- 
sition was  authorized,  and  by  an  act  of  March  3,  1893  provision  was  made  for  the 
coinage  of  40,000  souvenir  quarter  dollars  for  the  Board  of  Lady  Managers  of  the 
World's  Columbian  Exposition. 
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Sec.  3518.  (X873,  §  19).  At  the  option  of  the  owner  gold  or  silver  may  be 
cast  into  bars  of  fine  metal,  or  of  standard,  fineness,  or  unparted,  as  he  may 
prefer,  with  a  stamp  upon  the  same  designating  the  weight  and  fineness,  and 
with  such  devices  impressed  thereon  as  may  be  deemed  expedient  to  preven 
fraudulent  imitation,  and  no  such  bars  shall  be  issued  of  a  less  weight  than 
five  ounces.' 

Sec.  35 19.  (1873,  §  20).  Any  owner  of  gold  bullion  may  deposit  the  same  at 
any  mint,  to  be  formed  into  coin  or  bars  for  his  benefit.  It  shall  be  lawful, 
however,  to  refuse  any  deposit  of  less  value  than  one  hundred  dollars,  or  any 
bullion  so  base  as  to  be  unsuitable  for  the  operations  of  the  Mint.  In  cases 
where  gold  and  silver  are  combined,  if  either  metal  be  in  such  small  propor- 
tion that  it  cannot  be  separated  advantageously,  no  allowance  shall  be  made 
to  the  depositor  for  its  value. 

Sec.  3520.  (X873,  §  ai).  Any  owner  of  silver  buillion  may  deposit  the  same 
at  any  mint,  to  be  formed  into  bars,  or  into  dollars  of  the  weight  of  four 
hundred  and  twenty  grains  troy,  designated  in  this  Title  as  trade-dollars,  and 
no  deposit  of  silver  for  other  coinage  shall  be  received.  Silver  bullion  con- 
tained in  gold  deposits,  and  separated  therefrom,  may,  however,  be  paid  for 
n  silver  coin,  at  such  valuations  as  may  be,  from  time  to  time,  established 
by  the  Director  of  the  Mint. 

Sec.  3524.  (1873,  §  25).  The  charge  for  converting  standard  gold  bullion 
into  coin  shall  be  one-fifth  of  one  per  centum.^  The  charges  for  converting 
standard  silver  into  trade-dollars  for  melting  and  refining  when  bullion  is  below 
standard,  for  toughening  when  metals  are  contained  in  it  which  render  it  unfit 
for  coinage,  for  copper  used  for  alloy  when  the  bullion  is  above  standard,  for 
separating  the  gold  and  silver  when  these  metals  exist  together  in  the  bullion, 
and  for  the  preparation  of  bars,  shall  be  fixed,  from  time  to  time,  by  the  Direc- 
tor, with  the  concurrence  of  the  Secretary  of  the  Treasury,  so  as  to  equal  but 
not  exceed,  in  their  judgment,  the  actual  average  cost  to  each  mint  and  assay- 
office  of  the  material,  labor,  wastage,  and  use  of  machinery  employed  in  each 
of  the  cases  aforementioned. 

Sec.  3527.  (1873,  §28).3  Silver  coins  other  than  the  trade-dollar  shall  be 
paid  out  at  the  several  mints,  and  at  the  assay-office  in  New  York  City,  in 
exchange  for  gold  coins  at  par,  in  sums  not  less  than  one  hundred  dollars.  It 
shall  be  lawful,  also,  to  transmit  parcels  of  the  same,  from  time  to  time,  to 
the  assistant  treasurers,  depositaries,  and  other  officers  of  the  United  States, 
under  general  regulations  proposed  by  the  Director  of  the  Mint,  and  approved 
by  the  Secretary  of  the  Treasury.  Nothing  herein  contained  shall,  how- 
ever, prevent  the  payment  of  silver  coins,  at  their  nominal  value,  for  silver 
parted  from  gold,  as  provided  in  this  Title,  or  for  change  less  than  one  dollar 
in  settlement  for  gold  deposits.  But  for  two  years  after  the  12th  day  of 
February,  1873,  silver  coins  shall  be  paid  at  the  Mint  in  Philadelphia,  and 
the  assay-office  in  New  York  City,  for  silver  bullion  purchased  for  coinage, 
under  such  regulations  as  may  be  prescribed  by  the  Director  of  the  Mint  and 
approved  by  the  Secretary  of  the  Treasury. 

Sec  3563.  (1792,  §  20).  The  money  of  account  of  the  United  States  shall 
be  expressed  in  dollars  or  units,  dimes  or  tenths,  cents,  or  hundredths,  and 
mills  or  thousandths,  a  dime  being  the  tenth  part  of  a  dollar,  a  cent  the  hun- 
dredth part  of  a  dollar,  a  mill  the   thousandth   part  of  a  dollar ;  and   all 


'  See  also  Acts  of  May  26,  1882,  and  March  3,  1891. 

'This  charge  repealed  by  Act  of  January  14,  1875,  section  2. 

3  See  acts  August  7,  1882 ;  August  4,  1886  ;  March  2,  1889. 
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accounts  in  the  public  offices  and  all  proceedings  in  the  courts  shall  be  kept 
and  had  in  conformity  to  this  reg^ulation. 

Sec.  3564.  (Uar.Sy  1873,  §  i).  The  value  of  foreign  coin  as  expressed  in  the 
money  of  account  of  the  United  States  shall  be  that  of  the  pure  metal  of  such 
coin  of  standard  value  ;  and  the  values  of  the  standard  coins  in  circulation  of 
the  various  nations  of  the  world  shall  be  estimated  annually  by  the  Director 
of  the  Mint  and  be  proclaimed  on  the  first  day  of  January  by  the  Secretary 
of  the  Treasury. 

Sec.  3565.  (Mar.  3,  1873,  §  a).  In  all  payments  by  or  to  the  Treasury, 
whether  made  here  or  in  foreign  countries,  where  it  becomes  necessary  to 
compute  the  value  of  the  sovereign  or  pound  sterling,  it  shall  be  deemed  equal 
to  four  dollars  eighty>six  cents  and  six  and  one-half  mills,  and  the  same 
rule  shall  be  applied  in  appraising  merchandise  imported  where  the  value  is, 
by  the  invoice,  in  sovereigns  or  pounds  sterling,  and  in  the  construction  of 
contracts  payable  in  sovereigns  or  pounds  sterling ;  and  this  valuation  shall 
be  the  par  of  exchange  between  Great  Britain  and  the  United  States  ;  and  all 
contracts  made  after  the  first  day  of  January,  1874,  based  on  an  assumed  par 
of  exchange  with  Great  Britain  of  fifty-four  pence  to  the  dollar,  or  four  dollars 
forty-four  and  four-ninths  cents  to  the  sovereign  or  pound  sterling,  shall  be 
null  and  void. 

Sec.  3571.  United  States  notes-  shall  be  of  such  denominations  ifot  less 
than  $1  as  the  Secretary  of  the  Treasury  may  prescribe,  shall  not  bear  interest, 
shall  be  payable  to  bearer,  and  shall  be  in  such  form  as  the  Secretary  may 
deem  best. 

Sec.  3572.  The  whole  amount  of  notes  or  stamps  for  the  fractions  of  a 
dollar,  issued  as  currency,  shall  not,  at  any  time,  exceed  $50,000,000. 

Sec.  3573.  No  issue  of  fractional  notes  of  the  United  States  shall  be  of  a 
less  denomination  than  ten  cents  ;  and  all  issues  of  a  less  denomination  shall, 
when  paid  into  the  Treasury  or  any  designated  depository  of  the  United  States, 
or  redeemed  or  exchanged  as  now  provided  by  law,  be  retained  and  canceled. 
Sec  3574.  The  notes  of  the  fractional  currency  shall  be  in  such  form,  with 
such  inscriptions,  and  with  such  safeguards  against  counterfeiting,  as  the  Secre- 
tary of  the  Treasury  may  deem  best.  They  shall  be  exchangeable  by  the 
assistant  treasurers  and  designated  depositaries  for  United  States  notes  in  sums 
of  not  less  than  $3  ;  and  shall  be  receivable  for  postage  and  revenue  stamps, 
and  for  all  dues  to  the  United  States,  except  customs,  in  sums  not  over  $5, 
and  shall  be  redeemed  on  presentation  at  the  Treasury  of  the  United  States 
in  such  sums  and  under  such  regulations  as  the  Secretary  of  the  Treasury 
shall  prescribe. 

Sec.  3575.  The  Secretary  of  the  Treasury  may  provide  for  the  engraving 
and  preparation,  and  for  the  issue  of  fractional  and  other  notes,  and  shall 
make  such  regulations  for  the  redemption  of  such  notes  when  mutilated  or 
defaced,  and  for  the  receipt  of  fractional  notes  in  payment  of  debts  to  the 
United  States,  except  for  customs,  in  such  sums,  not  over  $5,  as  may  appear 
to  him  expedient. 

Sec.  3579.  When  any  United  States  notes  are  returned  to  the  Treasury, 
they  may  be  re-issued,  from  time  to  time,  as  the  exigencies  of  the  public 
interest  may  require. 

Sec.  3582.  The  authority  given  to  the  Secretary  of  the  Treasury  to  make 
any  reduction  of  the  currency,  by  retiring  and  canceling  United  States  notes 
is  suspended. 

Sec.  3583.  No  person  shall  make,  issue,  circulate  or  pay  out  any  note, 
check,  memorandum,  token  or  other  obligation  for  a  less  sum  than  one  dollar, 
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intended  to  circulate  as  money  or  to  be  received  or  used  in  lieu  of  lawful 
money  of  the  United  States ;  and  every  person  so  ofiFending  shall  be  fined  not 
more  than  {^500,  ur  imprisoned  not  more  than  six  months,  or  both,  at  the 
discretion  of  the  court. 

Sec,  3584.  (Feb.  ii,  1857,  §3).  No  foreign  gold  or  silver  coins  shall  be  a 
legal  tender  in  payment  of  debts. 

Sec.  3585.  (1873,  §  14).  The  gold  coins  of  the  United  States  shall  be  a 
legal  tender  in  all  payments  at  their  nominal  value  when  not  below  the 
standard  weight  and  limit  of  tolerance  provided  by  law  for  the  single  piece, 
and,  when  reduced  in  weight  below  such  standard  and  tolerance,  shall  be  a 
legal  tender  at  valuation  in  proportion  to  their  actual  weight. 

Sec.  3586.  (X873,  §  15).  The  silver  coins  of  the  United  States  shall  be  a 
legal  tender  at  their  nominal  value  for  any  amount  not  exceeding  $5  in  any 
one  payment. 

Sec.  3587.  (1874,  §  x6).  The  minor  coins  of  the  United  States  shall  be  a 
legal  tender  at  their  nominal  value  for  any  amount  not  exceding  25  cents  in 
any  one  payment. 

Sec.  3588.  United  States  notes  shall  be  lawful  money,  and  a  legal  tender 
in  payment  of  all  debts,  public  and  private,  within  the  United  States,  except 
for  duties  on  imports  and  interest  on  the  public  debt. 

Sec.  3589.  Demand  Treasury  notes  authorized  by  the  Act  of  July  17,  1 861 , 
chapter  5,  and  the  Act  of  February  12,  1862,  chapter  20,  shall  be  lawful 
money  and  a  legal  tender  in  like  manner  as  United  States  notes. 

Sec.  3590.  Treasury  notes  issued  under  the  authority  of  the  Acts  of 
March  3,  1863,  chapter  73,  and  June  30,  1864,  chapter  172,  shall  be  legal 
tender  to  the  same  extent  as  United  States  notes,  for  their  face  value,  exclud- 
ing interest:  Provided,  That  Treasury  notes  issued  under  the  act  last  named, 
shall  not  be  a  legal  tender  in  payment  or  redemption  of  any  notes  issued  by 
any  bank,  banking  association,  or  banker,  calculated  and  intended  to  circulate 
as  money. 

Sec.  3700.  (Mar.  17,  1861  §1).  The  Secretary  of  the  Treasury  may  pur- 
chase coin  with  any  of  the  bonds  or  notes  of  the  United  States,  authorized  by 
law,  at  such  rates  and  upon  such  terms  as  he  may  deem  most  advantageous 
to  the  public  interest. 

Sec.  5133.  (1864,  §5).  Associations  for  carrying  on  the  business  of  bank- 
ing under  this  Title  may  be  formed  by  any  number  of  natural  persons,  not  less 
in  any  case  than  five.  *  *  * 

Sec.  5136.  (1864,  §8).  [Such  association]  shall  *  *  *  have  succession  for 
the  period  of  twenty  years  from  its  organization,  unless  it  is  sooner  dissolved 
according  to  the  provisions  of  its  articles  of  association,  or  by  the  act  of  its 
shareholders  owning  two-thirds  of  its  stock,  or  unless  its  franchise  becomes 
forfeited  by  some  violation  of  the  law.  *  *  * 

Sec.  5138.  (1864,  §7).  No  association  shall  be  organized  under  this  Title 
with  a  less  capital  than  $100,000 ;  except  that  banks  with  a  capital  of  not  less 
than  $50,000,  may,  with,  the  approval  of  the  Secretary  of  the  Treasury,  be 
organized  in  any  place,  the  population  of  which  does  not  exceed  6,000  inhab- 
itants. No  association  shall  be  organized  in  a  city  the  population  of  which 
exceeds  50,000  persons  with  a  less  capital  than  $200,000. 

Sec.  5140.  (1864,  §  14).  At  least  fifty  per  centum  of  the  capital  stock  of 
every  association  shall  be  paid  in  before  it  shall  be  authorized  to  commence 
business ;  and  the  remainder  of  the  capital  stock  of  such  association  shall  be 
paid  in  installments  of  at  least  ten  per  centum  each,  on  the  whole  amount  of 
the  capital,  as  frequently  as  one  installment  at  the  end  of  each  succeeding 
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month  from  the  time  it  shall  be  authorized  by  the  Comptroller  of  the  Cur- 
rency to  commence  business  ;  and  the  payment  of  each  installment  shall  be 
certified  to  the  Comptroller,  under  oath,  by  the  president  or  cashier  of  the 
association. 

Sec.  515 1.  (1864,  §  xa).  The  shareholders  of  every  national  banking  asso- 
ciation shall  be  held  individually  responsible,  equally  and  ratably,  and  not 
one  for  another,  for  all  contracts,  debts,  and  engagements  of  such  association, 
to  the  extent  of  the  amount  of  their  stock  therein,  at  the  par  value  thereof,  in 
addition  to  the  amount  invested  in  such  shares  ;  except  that  shareholders  of 
any  banking  association  now  existing  under  State  laws,  having  not  less  than 
five  millions  of  dollars  of  capital  actually  paid  in,  and  a  surplus  of  twenty  per 
centum  shall  be  kept  undiminished,  and  be  in  addition  to  the  surplus  pro- 
vided for  in  this  Title  ;  and  if  at  anytime  there  is  a  deficiency  in  such  surplus 
of  twenty  per  centum,  such  association  shall  not  pay  any  dividends  to  its 
shareholders  until  the  deficiency  is  made  good ;  and  in  case  of  such  defic- 
iency the  Comptroller  of  the  Currency  may  compel  the  association  to  close 
its  business  and  wind  up  its  affairs  under  the  provisions  of  Chapter  four  of 
this  Title. 

Sec.  5153.  (1864,  §  45).  All  national  banking  associations,  designated  for 
that  purpose  by  the  Secretary  of  the  Treasury,  shall  be  depositaries  of  public 
money,  except  receipts  from  customs,  under  such  regulations  as  may  be  pre- 
scribed by  the  Secretary;  and  they  may  also  be  employed  as  financial  agents  of 
the  Government ;  and  they  shall  perform  all  such  reasonable  duties,  as  deposi- 
taries of  public  moneys  and  financial  agents  of  the  Government,  as  may  be 
required  of  them.  The  Secretary  of  the  Treasury  shall  require  the  associa- 
tions thus  designated  to  give  satisfactory  security,  by  the  deposit  of  United 
States  bonds  and  otherwise,  for  the  safe-keeping  and  prompt  payment  of  the 
public  money  deposited  with  them,  and  for  the  faithful  performance  of  their 
duties  as  financial  agents  of  the  Government.  And  every  association  so 
designated  as  receiver  or  depositary  of  the  public  money  shall  take  and 
receive  at  par  all  of  the  national  currency  bills,  by  whatever  association 
issued,  which  have  been  paid  into  the  Government  for  internal  revenue,  or  for 
loans  or  stocks. 

Sec.  5154.  (1864,  §44)*  Any  bank  incorporated  by  special  law,  or  any 
banking  institution  organized  under  a  general  law  of  any  State,  may  become 
a  national  association  under  this  Title  by  the  name  prescribed  in  its  organiza- 
tion certificate.  'K  'K  'K  But  no  such  association  shall  have  a  less  capital  than 
the  amount  prescribed  for  associations  organized  under  this  Title. 

Sec.  5155.  (Mar.  3,  1865,  ^7).  It  shall  be  lawful  for  any  bank  or  bank- 
ing association,  organized  under  State  laws,  and  having  branches,  the  capital 
being  joint  and  assigned  to  and  used  by  the  mother-bank,  and  branches  in 
definite  proportions,  to  become  a  national  banking  association  in  conformity 
with  existing  laws,  and  to  retain  and  keep  in  operation  its  branches,  or  such 
one  or  more  of  them  as  it  may  elect  to  retain ;  the  amount  of  the  circulation 
redeemable  at  the  mother-bank,  and  each  branch,  to  be  regulated  by  the 
amount  of  capital  assigned  to  and  used  by  each. 

Sec.  5IS9*  (1864,  §  x6).  Every  association,  after  having  complied  with  the 
provisions  of  this  Title,  preliminary  to  the  commencement  of  the  banking  busi- 
ness, and  before  it  shall  be  authorized  to  commence  banking  business  under 
this  title,  shall  transfer  and  deliver  to  the  Treasurer  of  the  United  States  any 
United  States  registered  bonds,  bearing  interest,  to  an  amount  not  less  than 
thirty  thousand  dollars  and  not  less  than  one-third  of  the  capital  stock  paid 
in.     Such  bonds  shall  be  received  by  the  Treasurer  upon  deposit,  and  shall 
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be  by  him  safely  kept  in  his  office,  until  they  shall  be  otherwise  disposed  of, 
in  pursuance  of  the  provisions  of  this  Title. 

Sec.  5160.  (1864,  §  z6).  The  deposit  of  bonds  made  by  each  association 
shall  be  increased  as  its  capital  shall  be  paid  up  or  increased,  so  that  every 
association  shall  at  all  times  have  on  deposit  with  the  Treasurer  registered 
United  States  bonds  to  the  amount  of  at  least  one-third  of  its  capital  stock 
actually  paid  in.'  And  any  association  that  may  desire  to  reduce  its  capital 
or  close  up  its  business  and  dissolve  its  organization,  may  take  up  its  bonds 
upon  returning  to  the  Comptroller  its  circulating  notes  in  the  proportion 
hereinafter  required,  or  may  take  up  any  excess  of  bonds  beyond  one-third  of 
its  capital  stock,  and  upon  which  no  circulating  notes  have  been  delivered. 

Sec.  5167  (1864,  §a6.)  The  bonds  transferred  to  and  deposited  with  the 
Treasurer  of  the  United  States,  by  any  association,  for  the  security  of  its 
circulating  notes,  shall  be  held  exclusively  for  that  purpose,  until  such  notes 
are'  redeemed,  except  as  provided  in  this  Title.  The  Comptroller  of  the 
Currency  shall  give  to  any  such  association  powers  of  attorney  to  receive  and 
appropriate  to  its  own  use  the  interest  on  the  bonds  which  it  has  so  transferred 
to  the  Treasurer  ;  but  such  powers  shall  become  inoperative  whenever  such 
association  fails  to  redeem  its  circulating  notes.  Whenever  the  market  or 
cash  value  of  any  bonds  thus  deposited  with  the  Treasurer  is  reduced  below 
the  amount  of  the  circulation  issued  for  the  same,  the  Comptroller  may 
demand  and  receive  the  amount  of  such  depreciation  in  other  United  States 
bonds  at  cash  value,  or  in  money,  from  the  association,  to  be  deposited  with 
the  Treasurer  as  long  as  such  depreciation  continues.  And  the  Comptroller, 
upon  the  terms  prescribed  by  the  Secretary  of  the  Treasury,  may  permit  an 
exchange  to  be  made  of  any  of  the  bonds  deposited  with  the  Treasurer  by 
any  association  for  other  bonds  of  the  United  States  authorized  to  be  received 
as  security  for  circulating  notes,  if  he  is  of  opinion  that  such  an  exchange  can 
be  made  without  prejudice  to  the  United  States ;  and  he  may  direct  the  return 
of  any  bonds  to  the  association  which  transferred  the  same,  in  sums  of  not 
less  than  one  thousand  dollars,  upon  the  surrender  to  him  and  the  cancellation 
of  a  proportionate  amount  of  such  circulating  notes':  Provided^  That  the 
remaining  bonds,  which  shall  have  been  transferred  by  the  association  offer- 
ing to  surrender  circulating  notes  are  equal  to  the  amount  required  for  the 
circulating  notes  not  surrendered  by  such  association,  and  that  the  amount  of 
bonds  in  the  hands  of  the  Treasurer  is  not  diminished  below  the  amount 
required  to  be  kept  on  deposit  with  him,  and  that  there  has  been  no  failure 
by  the  association  to  redeem  its  circulating  notes,  nor  any  other  violation  by 
it  of  the  provisions  of  this  Title,  and  that  the  market  or  cash  value  of  the 
remaining  bonds  is  not  below  the  amount  required  for  the  circulation  issued 
for  the  same. 

Sec.  5171^  (1864,  §az.)  Upon  a  deposit  of  bonds  as  prescribed  by  sections 
5159  and  5160  the  association  making  the  same  shall  be  entitled  to  receive 
from  the  Comptroller  of  the  Currency  circulating  notes  of  different  denomi- 
nations, in  blank,  registered  and  countersigned  as  hereinafter  provided  equal  in 
amount  to  ninety  per  centum  of  the  current  market-value  of  the  United  States 
bonds  so  transferred  and  delivered,  but  not  exceeding  ninety  per  centum  of 


'  See  Act  of  June  20,  1874,  section  4,  p.  530 ;  and  Act  of  July  12,  1882,  section  8, 

p.  537. 

'See  Act  of  June  20, 1874,  section  4,  page  537,  requiring  the  deposit  of  not  less  then 
$9,000. 

3  See  Act  of  July  12,  1882,  section  10,  page  538. 
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u>t  ai:r^'.r:st  *A  \ijt  \^j':As  21  tbt  par  ral^;*  licffwif,  -f  bear :ix  i'lcrea  a:  a  laie 
ry>t  I«4  tf-a£  r.re  p-er  cctriirr:  ytr  ar-cr:: :  PrTzided.'  •Maicli  3,  iSis-  Thar 
tr»<^  ank"^  -.%t  <>:  c.r*:--ai"r:4f  siotes  to  be  f'::r3Li*ii«i  to-  each  assocarioc.  shall  be  in 
^r',V>ft-'Vt  ?*>  -.ts  j.^c-~p  caL^  tal  as  i'A\.-/w%  anc  n-  zsofe : 

Frtt.     To  carJk  asscc^ar  ".':i  vbose  caf  lal  iocs  =ax  exceed  $500*000. 

hec/jcA.*  To  each  assoczaLx^  vLvse  captal  exceeds  $300,300  be:  docs 
r-'.*  ^rxreed  $f  rrx'^/'jOfy,  ci^tzj  percctt'iai  of  soch  caj:.taL 

Tr.:rd«*  To  each  as^jc-^:^:::.  vhose  cap:ial  exceeds  $i«300.ooc.  be:  does 
r.M  <r»ce«d  $3/»s^oco,  seres. ty-t re  per  cei;:iisE  -j^  sccb  capiial. 

F'.  iftr./  To  each  ass«x:iai:o^  vhose  caf  :tal  exceeds  $3,300,000,  sixtr  pei 
cer.vjTn  of  *uch  capital. 

.Sr,'': ,  5  f  72,  (t964y  §  23. j  In  order  to  funiisfa  sa:tab'.e  cotes  for  drcuIatioQ, 
tSe  ^»rR:/tro.'Ier  of  the  Carrencr  shall,  cnder  the  d:rectioc  of  theSecreiajT  of 
the  Treas'jry,  cao&e  plates  a&d  dies  to  be  engraTcd.  in  the  best  manner  tn 
jif'jard  a^a:r>%t  counterfeit: n?  and  frandulent  alteratioQS.  and  shall  hare 
pririted  therefrom,^  and  numbered,  such  qoantitr  of  crcalatine  notes,  in  blank, 
fif  the  denom: natrons  of  '^ine  dollar,  two  dollars,  three  dollars,  dre  dollars,  ten 
dollars,  ttrentv  doiiars,  fiftr  dollars,  one  hundred  dollars,  fire  hundred  dollars 
and  one  thousand  dor^rs,  as  may  be  required  to  supply  the  associations 
en tt tied  to  receive  the  same.  Such  notes  shall  express  upon  their  face  that 
they  are  secured  by  United  States  bonds,  deposited  with  the  Treasurer  c^  the 
United  States,  by  the  written  or  engraved  signatures  of  the  Treasurer  and  Regis- 
ter, and  by  the  imprint  of  the  seal  of  the  Treasury ;  and  shall  also  express 
ufXiH  their  face  the  promise  of  the  association  receiving  the  same  to  pay  on 
demand,  attested  by  the  signatures  of  the  President  or  Vice-President  and 
cashier;  and  shall  bear  such  devices  and  such  other  statements,  and  shall  be 
in  such  form,  as  the  Secretary  of  the  Treasury  shall,  by  regulation,  direct. 

Src.  5173.  (1864,  §41-)  The  plates  and  special  dies  to  be  procured  by 
the  Comptroller  of  the  Currency  for  the  printing  of  such  circulating  notes 
»hall  remain  under  his  control  and  direction,  and  the  expenses  necessarily 
incurred  in  executing  the  laws  respecting  the  procuring  of  such  notes,  and 
all  other  expenses  oi  the  Bureau  of  the  Currency,  shall  be  paid  out  of  the 
pniceeds  of  the  taxes  or  duties  assessed  and  collected  on  the  circulation  of 
Vational  banking  associations  under  this  Title.^ 

Src,  5175.  (1864,^22.)  Not  more  than  one-sixth  part  of  the  notes 
furnished  to  any  association  shall  be  of  a  less  denomination  than  five  dollars. 
After  specie  payments  are  resumed  no  association  shall  be  furnished  with 
notes  of  a  less  denomination  than  five  dollars. 

Src.  5 1 76.  (July  13, 1870.)  No  bankfhg  association  organized  subsequent 
to  the  1 2th  day  of  July,  1870,  shall  have  a  circulation  in  excess  of  $500,000.^ 

Sec,  5177.  (1864,  §32,  July  is,  1870.)  The  aggregate  amoimt  of  circulat- 
ing notes  issued  under  the  act  of  February  25,  1863,  and  under  the  act  of 


<  Thiit  proviso  replaces  the  following  in  the  Act  of  June  3,  1864  :  "And  at  no 
time  shall  the  total  amount  of  such  notes,  issued  to  any  such  association,  exceed  the 
amount  at  such  time  actually  paid  in  of  its  capital  stock." 

*  Repealed  by  Section  10,  act  July  12,  1882,  page  538. 

'See  Act  of  March  3,  r875,  ^or  authority  to  use  distinctive  paper. 

*  See  Section  3,  Act  of  June  20, 1874,  page  529 ;  and  Section  8,  Act  of  July  12, 1882, 
P<^ffc  537,  charging  expense  of  assorting  and  transporting  notes  to  the  respective 
associations. 

i  Repealed  by  Act  of  July  12,  1882,  section  10,  page  538. 
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June  3,  1864,  and  under  section  i  of  the  act  of  July  12,  1870,  and  under  this 
Title,  shall  not  exceed  $354,000,000.* 

Sec.  5178.'  (Uarch  3,  1865,  and  July  12,  1870.)  $150,000,000  of  the 
entire  amount  of  circulating  notes  authorized  to  be  issued  shall  be  appor- 
tioned to  associations  in  the  States,  in  the  Territories,  and  in  the  District  of 
Columbia,  according  to  representative  population.  $150,000,000  shall  be 
apportioned  by  the  Secretary  of  the  Treasury  among  associations  formed  in 
the  several  States,  in  the  Territories,  and  in  the  District  of  Columbia,  having 
due  regard  to  the  existing  banking  capital,  resources,  and  business  of  such 
States,  Territories,  and  District.  The  remaining  $54,000,000  shall  be  appor- 
tioned among  associations  in  States  and  Territories  having,  under  the  appor- 
tionments above  prescribed,  less  than  their  full  proportion  of  the  aggregate 
amount  of  notes  authorized,  which  made  due  application  for  circulating  notes 
prior  to  the  12th  day  of  July,  1870.  Any  remainder  of  such  $54,000,000  shall 
be  issued  to  banking  associations  applying  for  circulating  notes  in  other 
States  or  Territories  having  less  than  their  proportion. 

Sec.  5179.'  (July  x^i  1870,  §6.)  In  order  to  secure  a  more  equitable  dis- 
tribution of  the  national  banking  currency,  there  may  be  issued  circulating 
notes  to  banking  associations  organized  in  States  and  Territories  having  less 
than  their  proportion,  and  the  amount  of  circulation  herein  authorized  shall, 
under  the  direction  of  the  Secretary  of  the  Treasury,  as  it  may  be  required 
for  this  purpose,  be  withdrawn,  as  herein  provided,  from  banking  associations 
organized  in  States  having  more  than  their  proportion,  but  the  amount  so 
withdrawn  shall  not  exceed  $25,000,000  :  Provided,  That  no  circulation  shall 
be  withdrawn  under  the  provisions  of  this  section  until  after  the  $54,000,000 
granted  in  the  first  section  of  the  Act  of  July  12th,  1870,  shall  have  been  taken 
up. 

Sec.  5182.  (1864,  §  23.)  After  any  association  receiving  circulating 
notes  under  this  Title  has  caused  its  promise  to  pay  such  notes  on  demand  to 
be  signed  by  the  president  or  vice-president  and  cashier  thereof,  in  such  man- 
ner as  to  make  them  obligatory  promissory  notes,  payable  on  demand,  at  its 
place  of  business,  such  association  may  issue  and  circulate  the  same  as  money. 
And  the  same  shall  be  received  at  par  in  all  parts  of  the  United  States  in 
payment  of  taxes,  excises,  public  lands,  and  all  other  dues  to  the  United 
States,  except  duties  on  imports  ;  and  also  for  all  salaries  and  other  debts  and 
demands  owing  by  the  United  States  to  individuals,  corporations,  and  associ- 
ations within  the  United  States,  except  interest  on  the  public  debt,  and  in 
redemption  of  the  national  currency. 

Sec.  5183.  (1864,  §23.)  No  national  banking  association  shall  issue 
[post  notes  or]*  any  other  notes  to  circulate  as  money  than  such  as  are  author- 
ized by  the  provisions  of  this  Title. 

Sec.  5184.  (1864,  §24.)  It  shall  be  the  duty  of  the  Comptroller  of  the 
Currency  to  receive  worn-out  or  mutilated  circulating  notes  issued  by  any 
banking  association,  and  also,  on  due  proof  of  the  destruction  of  any  such 
circulating  notes,  to  deliver  in  place  thereof  to  the  association  other  blank 
circulating  notes  to  an  equal  amount.  Such  worn-out  or  mutilated  notes, 
after  a  memorandum  has  been  entered  in  the  proper  books,  in  accordance 
with  such  regulations  as  may  be  established  by  the  Comptroller,  as  well  as 
all  circulating  notes  which  shall  have  been  paid  or  surrendered  to  be  can- 


'This  limitation  was  repealed  by  Section  3,  Act  of  January  14,  1875,  page  531. 

■Superseded  by  Act  of  January  14,  1875,  Section  3,  p.  531. 

3  Repealed  by  Act  of  June  20,  1874,  Section  7,  p  530. 

*The  words  in  brackets  were  inserted  by  the  act  of  February  18,  1875. 
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the  amount  of  the  bonds  at  the  par  value  thereof,  if  bearing  interest  at  a  rate 
not  less  than  five  per  centum  per  annum  :  Provided^^  (March  3,  1865)  That 
the  amount  of  circulating  notes  to  be  furnished  to  each  association  shall  be  in 
proportion  to  its  paid-up  capital  as  follows  and  no  more  : 

First.  To  each  association  whose  capital  does  not  exceed  $500,000, 
ninety  per  centum  of  such  capital. 

Second/  To  each  association  whose  capital  exceeds  $500,000  but  does 
not  exceed  $1,000,000,  eighty  per  centum  of  such  capital. 

Third.*  To  each  association  whose  capital  exceeds  $1,000,000,  but  does 
not  exceed  $3,000,000,  seventy-five  per  centum  of  such  capital. 

Fourth.*  To  each  association  whose  capital  exceeds  $3,000,000,  sixty  per 
centum  of  such  capital. 

Sec.  5 1 72.  (1864,  §  22.)  In  order  to  furnish  suitable  notes  for  circulation, 
the  Comptroller  of  the  Currency  shall,  under  the  direction  of  the  Secretary  of 
the  Treasury,  cause  plates  and  dies  to  be  engraved,  in  the  best  manner  to 
guard  against  counterfeiting  and  fraudulent  alterations,  and  shall  have 
printed  therefrom,^  and  numbered,  such  quantity  of  circulating  notes,  in  blank, 
of  the  denominations  of  one  dollar,  two  dollars,  three  dollars,  five  dollars,  ten 
dollars,  twenty  dollars,  fifty  dollars,  one  hundred  dollars,  five  hundred  dollars 
and  one  thousand  dollars,  as  may  be  required  to  supply  the  associations 
entitled  to  receive  the  same.  Such  notes  shall  express  upon  their  face  that 
they  are  secured  by  United  States  bonds,  deposited  with  the  Treasurer  of  the 
United  States,  by  the  written  or  engraved  signatures  of  the  Treasurer  and  Regis- 
ter, and  by  the  imprint  of  the  seal  of  the  Treasury ;  and  shall  also  express 
upon  their  face  the  promise  of  the  association  receiving  the  same  to  pay  on 
demand,  attested  by  the  signatures  of  the  President  or  Vice-President  and 
cashier;  and  shall  bear  such  devices  and  such  other  statements,  and  shall  be 
in  such  form,  as  the  Secretary  of  the  Treasury  shall,  by  regulation,  direct. 

Sec.  5173.  (1864,  §41.)  The  plates  and  special  dies  to  be  procured  by 
the  Comptroller  of  the  Currency  for  the  printing  of  such  circulating  notes 
shall  remain  under  his  control  and  direction,  and  the  expenses  necessarily 
incurred  in  executing  the  laws  respecting  the  procuring  of  such  notes,  and 
all  other  expenses  of  the  Bureau  of  the  Currency,  shall  be  paid  out  of  the 
proceeds  of  the  taxes  or  duties  assessed  and  collected  on  the  circulation  of 
National  banking  associations  under  this  Title.^ 

Sec.  5175.  (1864,  §22.)  Not  more  than  one-sixth  part  of  the  notes 
furnished  to  any  association  shall  be  of  a  less  denomination  than  five  dollars. 
After  specie  payments  are  resumed  no  association  shall  be  furnished  with 
notes  of  a  less  denomination  than  five  dollars. 

Sec.  5 1 76.  (July  X2, 1870.)  No  bankThg  association  organized  subsequent 
to  the  1 2th  day  of  July,  1870,  shall  have  a  circulation  in  excess  of  $500,000.5 

Sec.  5 177.  (1864,  §  22,  July  12, 1870.)  The  aggregate  amount  of  circulat- 
ing notes  issued  under  the  act  of  February  25,  1863,  and  under  the  act  of 


'  This  proviso  replaces  the  following  in  the  Act  of  June  3,  1864 :  "  And  at  no 
time  shall  the  total  amount  of  such  notes,  issued  to  any  such  association,  exceed  the 
amount  at  such  time  actually  paid  in  of  its  capital  stock." 

«  Repealed  by  Section  10,  act  July  12,  1882,  page  538. 

3  See  Act  of  March  3,  1875,  for  authority  to  use  distinctive  paper. 

*  See  Section  3,  Act  of  June  20, 1874,  page  529  ;  and  Section  8,  Act  of  July  12, 1882, 
page  537>  charging  expense  of  assorting  and  transporting  notes  to  the  respective 
associations. 

s  Repealed  by  Act  of  July  12,  1882,  section  10,  page  538. 
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June  3,  1864,  and  under  section  i  of  the  act  of  July  12,  1870,  and  under  this 
Title,  shall  not  exceed  $354,000,000.* 

Sec.  5178.'  (Uarch  3,  1865,  and  July  la,  1870.)  $150,000,000  of  the 
entire  amount  of  circulating  notes  authorized  to  be  issued  shall  be  appor- 
tioned to  associations  in  the  States,  in  the  Territories,  and  in  the  District  of 
Columbia,  according  to  representative  population.  $150,000,000  shall  be 
apportioned  by  the  Secretary  of  the  Treasury  among  associations  formed  in 
the  several  States,  in  the  Territories,  and  in  the  District  of  Columbia,  having 
due  regard  to  the  existing  banking  capital,  resources,  and  business  of  such 
States,  Territories,  and  District.  The  remaining  $54,000,000  shall  be  appor- 
tioned among  associations  in  States  and  Territories  having,  under  the  appor- 
tionments above  prescribed,  less  than  their  full  proportion  of  the  aggregate 
amount  of  notes  authorized,  which  made  due  application  for  circulating  notes 
prior  to  the  12th  day  of  July,  1870.  Any  remainder  of  such  $54,000,000  shall 
be  issued  to  banking  associations  applying  for  circulating  notes  in  other 
States  or  Territories  having  less  than  their  proportion. 

Sec.  5179.'  (July  xa,  1870,  §6.)  In  order  to  secure  a  more  equitable  dis- 
tribution of  the  national  banking  currency,  there  may  be  issued  circulating 
notes  to  banking  associations  organized  in  States  and  Territories  having  less 
than  their  proportion,  and  the  amount  of  circulation  herein  authorized  shall, 
under  the  direction  of  the  Secretary  of  the  Treasury,  as  it  may  be  required 
for  this  purpose,  be  withdrawn,  as  herein  provided,  from  banking  associations 
organized  in  States  having  more  than  their  proportion,  but  the  amount  so 
withdrawn  shall  not  exceed  $25,000,000  :  ProvuUd,  That  no  circulation  shall 
be  withdrawn  under  the  provisions  of  this  section  until  after  the  $54,000,000 
granted  in  the  first  section  of  the  Act  of  July  12th,  1870,  shall  have  been  taken 
up. 

Sec.  5182.  (1864,  §  23.)  After  any  association  receiving  circulating 
notes  under  this  Title  has  caused  its  promise  to  pay  such  notes  on  demand  to 
be  signed  by  the  president  or  vice-president  and  cashier  thereof,  in  such  man- 
ner as  to  make  them  obligatory  promissory  notes,  payable  on  demand,  at  its 
place  of  business,  such  association  may  issue  and  circulate  the  same  as  money. 
And  the  same  shall  be  received  at  par  in  all  parts  of  the  United  States  in 
payment  of  taxes,  excises,  public  lands,  and  all  other  dues  to  the  United 
States,  except  duties  on  imports ;  and  also  for  all  salaries  and  other  debts  and 
demands  owing  by  the  United  States  to  individuals,  corporations,  and  associ- 
ations within  the  United  States,  except  interest  on  the  public  debt,  and  in 
redemption  of  the  national  currency. 

Sec.  5183.  (1864,  §23.)  No  national  banking  association  shall  issue 
[post  notes  or]^  any  other  notes  to  circulate  as  money  than  such  as  are  author- 
ized by  the  provisions  of  this  Title. 

Sec.  5184.  (1864,  §34.)  It  shall  be  the  duty  of  the  Comptroller  of  the 
Currency  to  receive  worn-out  or  mutilated  circulating  notes  issued  by  any 
banking  association,  and  also,  on  due  proof  of  the  destruction  of  any  such 
circulating  notes,  to  deliver  in  place  thereof  to  the  association  other  blank 
circulating  notes  to  an  equal  amount.  Such  worn-out  or  mutilated  notes, 
after  a  memorandum  has  been  entered  in  the  proper  books,  in  accordance 
with  such  regulations  as  may  be  established  by  the  Comptroller,  as  well  as 
all  circulating  notes  which  shall  have  been  paid  or  surrendered  to  be  can- 


'This  limitation  was  repealed  by  Section  3,  Act  of  January  14,  1875,  page  531. 

•Superseded  by  Act  of  January  14,  1875,  Section  3,  p.  531. 

3  Repealed  by  Act  of  June  20,  1874,  Section  7,  p  530. 

♦The  words  in  brackets  were  inserted  by  the  act  of  February  18,  1875. 
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celed,  shall  be  burned  to  ashes '  in  the  presence  of  four  persons,  one  to  be 
appointed  by  the  Secretary^  of  the  Treasury,  one  by  the  Comptroller  of  the 
Currency,  one  by  the  Treasurer  of  the  United  States,  and  one  by  the  associa- 
tion, under  such  regulations  as  the  Secretary  of  the  Treasury  may  prescribe. 
A  certificate  of  such  burning,  signed  by  the  parties  so  appointed,  shall  be 
made  in  the  books  of  the  Comptroller,  and  a  duplicate  thereof  forwarded  to 
the  association  whose  notes  are  thus  canceled. 

Sec.  5185.  (July  12,  1870,  §3.)  Associations  may  be  organized  in  the 
manner  prescribed  by  this  Title  for  the  purpose  of  issuing  notes  payable  in 
gold';  and  upon  the  deposit  of  any  United  States  bonds  bearing  interest  pay- 
able in  gold  with  the  Treasurer  of  the  United  States,  in  the  manner  prescribed 
for  other  associations,  it  shall  be  lawful  for  the  Comptroller  of  the  Currency 
to  issue  to  the  association  making  the  deposit  circulating  notes  of  different 
denominations,  but  none  of  them  of  less  than  $5,  and  not  exceeding  in 
amoimt  eighty  per  centum  of  the  par  value  of  the  bonds  deposited,  which 
shall  express  the  promise  of  the  association  to  pay  them,  upon  presentation 
at  the  office  at  which  they  are  issued,  in  gold  coin  of  the  United  States,  and 
shall  be  so  redeemable.  But  no  such  association  shall  have  a  circulation  of 
more  than  1^1,000,000.^ 

Sec.  5186.  (July  12,  1870,  §§4,  5.)  Every  association  organized  under 
the  preceding  section  shall  at  all  times  keep  on  hand  not  less  than  twenty-five 
per  centum  of  its  outstanding  circulation,  in  gold  or  silver  coin  of  the  United 
States  ;  and  shall  receive  at  par  in  the  payment  of  debts  the  gold-notes  of 
every  other  such  association  which  at  the  time  of  such  payment  is  redeeming 
its  circulating  notes  in  gold  coin  of  the  United  States,  and  shall  be  subject  to 
all  the  provisions  of  this  Title  :  Provided^  That,  in  applying  the  same  to  asso- 
ciations organized  for  issuing  gold-notes,  the  terms  "  lawful  money "  and 
"  lawful  money  of  the  United  States  '*  shall  be  construed  to  mean  gold  or 
silver  coin  of  the  United  States ;  and  the  circulation  of  such  association  shall 
not  be  within  the  limitation  of  circulation  mentioned  in  this  Title. 

Sec.  5190.  (1874,  §8.)  The  usual  business  of  each  national  banking 
association  shall  be  transacted  at  an  office  or  banking-house  located  in  the 
place  specified  in  its  organization  certificate. 

Sec.  5191.  (1864,  §31.)  Every  national  banking  association  in  either  of 
the  following  cities :  Albany,  Baltimore,  Boston,  Cincinnati,  Chicago,  Cleve- 
land, Detroit,  Louisville,  Milwaukee,  New  Orleans,  New  York,  Philadelphia, 
Pittsburgh,  Saint  Louis.  San  Francisco,  and  Washington,^  shall  at  all  times  have 
on  hand,  in  lawful  money  of  the  United  States,  an  amount  equal  to  at  least 
twenty-five  per  centum  of  the  aggregate  amount  of  its  notes  in  circulation 
and  its  deposits  ;  and  every  other  association  shall  at  all  times  have  on  hand, 
in  lawful  money  of  the  United  States,  an  amount  equal  to  at  least  fifteen  per 
centum  of  the  aggregate  amount  of  itsnotesincircu]ation,5andof  its  deposits. 
Whenever  the  lawful  money  of  any  association  in  any  of  the  cities  named 
shall  be  below  the  amount  of  twenty-five  per  centum  of  its  circulation  and 
deposits,  and  whenever  the  lawful  money  of  any  other  association  shall  be 
below  fifteen  per  centum  of  its  circulation  and  deposits,  such  association 
shall  not  increase  its  liabilities  by  making  any  new  loans  or  discounts  other- 
wise than  by  discounting  or  purchasing  bills  of  exchange  payable  at  sight,  nor 


'  Maceration  substituted  for  burning  by  Act  of  June  23,  1874. 
■  Sec  Act  of  Feb.  14,  1880,  p.  536. 

3  This  limitation  was  repealed  by  Act  of  Jan.  19,  1875,  P*  532* 

4  Leavenworth  was  also  included  from  1864  to  March  i,  1872. 
s  See  Act  of  June  20, 1874,  Section  2,  p.  529. 
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make  any  dividend  of  its  profits  until  the  required  proportion,  between  the 
aggregate  amount  of  its  outstanding  notes  of  circulation  and  deposits  and  its 
lawful  money  of  the  United  States,  has  been  restored.  And  the  Comptroller 
of  the  Currency  may  notify  any  association,  whose  lawful-money  reserve 
shall  be  below  the  amount  above  required  to  be  kept  on  hand,  to  make  good 
such  reserve  ;  and  if  such  association  shall  fail  for  thirty  days  thereafter  so 
to  make  good  its  reserve  of  lawful  money,  the  Comptroller  may,  with  the 
concurrence  of  the  Secretary  of  the  Treasury,  appoint  a  receiver  10  wind  up 
the  business  of  the  association,  as  provided  in  section  5234. 

Sec.  5192.  (1864,  §31.)  Three-fifths  of  the  reserve  of  fifteen  per  centum 
required  by  the  preceding  section  to  be  kept,  may  consist  of  balances  cfue  to 
an  association,  available  for  the  redemption  of  its  circulating  notes,'  from 
associations  approved  by  the  Comptroller  of  the  Currency,  organized  under 
the  act  of  June  3d,  1864,  or  under  this  Title,  and  doing  business  in  the  cities 
of  Albany,  Baltimore,  Boston,  Charleston,  Chicago,  Cincinnati,  Cleveland, 
Detroit,  Louisville,  Milwaukee,  New  Orleans,  New  York,  Philadelphia,  Pitts- 
burgh, Richmond,  Saint  Louis,  San  Francisco,  and  Washington.  Clearing- 
house certificates,  representing  specie  or  lawful  money  specially  deposited 
for  the  purpose,  of  any  clearing-house  association,  shall  also  be  deemed  to  be 
lawful  money  in  the  possession  of  any  association  belonging  to  such  clear- 
ing-house, holding  and  owning  such  certificate,  within  the  preceding  section. 

Sec.  5193.  (June  8,  1872,  §§i,  2.)  The  Secretary  of  the  Treasury  may 
receive  United  States  notes  on  deposit,  without  interest,  from  any  national 
banking  association,  in  sums  of  not  less  than  $10,000,  and  issue  certificates 
therefor  in  such  form  as  he  may  prescribe,  in  denominations  of  not  less  than 
$5,000,  and  payable  on  demand  in  United  States  notes  at  the  place  where  the 
deposits  were  made.  The  notes  so  deposited  shall  not  be  counted  as  part  of 
the  lawful  money  reserve  of  the  association ;  but  the  certificates  issued  there- 
for may  be  counted  as  part  of  its  lawful-money  reserve,  and  may  be  accepted 
in  the  settlement  of  clearing-house  balances  at  the  places  where  the  deposits 
therefor  were  made. 

Sec.  5 1 94.  (June  8,  1872,  §  3.)  The  power  conferred  on  the  Secretary  of 
the  Treasury  by  the  preceding  section  shall  not  be  exercised  so  as  to  create 
any  expansion  or  contraction  of  the  currency.  And  United  States  notes,  for 
which  certificates  are  issued  under  that  section,  or  other  United  States  notes 
of  like  amount,  shall  be  held  as  special  deposits  in  the  Treasury,  and  used 
only  for  the  redemption  of  such  certificates. 

Sec.  5195.  (1864,  §  32-)  Cach  association  organized  in  any  of  the  cities 
named  in  section  5 191  shall  select,  subject  to  the  approval  of  the  Comptroller 
of  the  Currency,  an  association  in  the  city  of  New  York,  at  which  it  will 
redeem  its  circulating  notes  at  par;'  and  may  keep  one-half  of  its  lawful 
money  reserve  in  cash  deposits  in  the  city  of  New  York.  But  the  foregoing 
provision  shall  not  apply  to  associations  organized  and  located  in  the  city  of 
San  Francisco  for  the  purpose  of  issuing  notes  payable  in  gold.  Each  asso- 
ciation not  organized  within  the  cities  named  shall  select,  subject  to  the 
approval  of  the  Comptroller,  an  association  in  either  of  the  cities  named,  at 
which  it  will  redeem  its  circulating  notes  at  par.  The  Comptroller  shall  give 
public  notice  of  the  names  of  the  associations  selected,  at  which  redemptions 
are  to  be  made  by  the  respective  associations,  and  of  any  change  that  may  be 
made  of  the  association  at  which  the  notes  of  any  association  are  redeemed. 
Whenever  any  association  fails  either  to  make  the  selection  or  to  redeem  its 


'  See  Act  of  June  20,  1874,  Section  3,  p.  529.  '  IHd, 
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notes  as  aforesaid,  the  Comptroller  of  the  Currency  may,  upon  receiving  sat- 
isfactory evidence  thereof,  appoint  a  receiver  in  the  manner  provided  for  in 
section  5234  to  wind  up  its  affairs.  But  this  section  shall  not  relieve  any  asso- 
ciation from  its  liability  to  redeem  its  circulating  notes  at  its  own  counter,  at 
par,  in  lawful  money  on  demand. 

Sec.  5 1 96.  (1864,  §  3a.)  Every  national  banking  association  formed  or 
existing  under  this  title,  shall  take  and  receive  at  par,  for  any  debt  or  liability 
to  it,  any  and  all  notes  or  bills  issued  by  any  lawfully  organized  national  bank- 
ing association.  (July  12,  I870,  §  5.)  But  this  provision  shall  not  apply  to 
any  association  organized  for  the  purpose  of  issuing  notes  payable  in  gold. 

Sec.  5206.  (June  3,  1864.)  No  association  shall  at  any  time  pay  out  on 
loans  or  discounts,  or  in  purchasing  drafts  or  bills  of  exchange,  or  in  payment 
of  deposits,  or  in  any  other  mode  pay  or  put  in  circulation,  the  notes  of  any 
bank  or  banking  association  which  are  not,  at  any  such  time,  receivable,  at 
par,  on  deposit,  and  in  payment  of  debts  by  the  association  so  paying  out  or 
circulating  such  notes  ;  nor  shall  any  association  knowingly  pay  out  or  put  in 
circulation  any  notes  issued  by  any  bank  or  banking  association  which  at  the 
time  of  such  paying  out  or  putting  in  circulation  is  not  redeeming  its  circulat- 
ing notes  in  lawful  money  of  the  United  States. 

Sec.  521 1.  (Xarch  3,  1869.)  Every  association  shall  make  to  the  Comp- 
troller of  the  Currency  not  less  than  five  reports  during  each  year,  according 
to  the  form  which  may  be  prescribed  by  him.  *  *  *  Each  such  report 
shall  exhibit,  in  detail  and  under  appropriate  heads,  the  resources  and  liabili- 
ties of  the  association  at  the  close  of  business  on  any  past  day  by  him  speci- 
fied. ♦  *  ♦  The  Comptroller  shall  also  have  power  to  call  for  special 
reports  from  any  particular  association  whenever  in  his  judgment  the  same 
are  necessary  in  order  to  a  full  and  complete  knowledge  of  its  condition. 

Sec.  5214.  (1864,  §  41.)  In  lieu  of  all  existing  taxes,  every  association 
shall  pay  to  the  Treasurer  of  the  United  States,  in  the  months  of  January  and 
July,  a  duty  of  one-half  of  one  per  centum  each  half-year  upon  the  average 
amount  of  its  notes  in  circulation,  and  a  duty  of  one-quarter  of  one  per 
centum  each  half-year  upon  the  average  amount  of  its  deposits,  and  a  duty  of 
one-quarter  of  one  per  centum  each  half-year  on  the  average  amount  of  its 
capital  stock,  beyond  the  amount  invested  in  United  States  bonds. 

[Secs.  5215,  5216,  5217,  provide  for  semi-annual  returns  of  the  amount  of 
capital,  circulation  and  deposits,  with  penalty  for  failure  to  make  such  returns; 
and  for  methods  of  assessing  and  collecting  the  tax.] 

Sec.  S230.  (1864,  §§  47,  48.)  Whenever  the  Comptroller  has  become 
satisfied  *  *  *  that  any  association  has  refused  to  pay  its  circulating 
notes,  he  may,  instead  of  canceling  its  bonds,  cause  so  much  of  them  as  may 
be  necessary  to  redeem  its  outstanding  notes  to  be  sold  at  public  auction  in 
the  city  of  New  York,  after  giving  thirty  days*  notice  of  such  sale  to  the  asso- 
ciation. For  any  deficiency  in  the  proceeds  of  all  the  bonds  of  an  association, 
when  thus  sold,  to  reimburse  to  the  United  States  the  amount  expended  in 
paying  the  circulating  notes  of  the  association,  the  United  States  shall  have  a 
paramount  lien  upon  all  its  assets ;  and  such  deficiency  shall  be  made  good 
out  of  such  assets  in  preference  to  any  and  all  other  claims  whatsoever, 
except  the  necessary  costs  and  expenses  of  administering  the  same. 

Sec.  5240.  (1864,  §  54.)  The  Comptroller  of  the  Currency,  with  the 
approval  of  the  Secretary  of  the  Treasury,  shall,  as  often  as  shall  be  deemed 
necessary  or  proper,  appoint  a  suitable  person  or  persons  to  make  an  exam- 
ination of  the  affairs  of  every  banking  association,  who  shall  have  power  to 
make  a  thorough  examination  into  all  the  affairs  of  the  association.     «    *    * 
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ACT  OP  JUNB  20,  1874  —  An  act  flziiis  the  amount  of  United  States  notes, 
providing  for  a  redistribntion  of  the  natiooal-tMmk  corrency,  and  for  other 
poiposes. 

[18  Statutes  at  Lai^ge,  p.  103.] 

Be  it  enacted,  etc..  That  the  act  entitled  "An  act  to  provide  a  national 
currency  secured  by  a  pledge  of  United  States  bonds,  and  to  provide  for  the 
circulation  and  redemption  thereof/*  approved  June  3d,  1864,  shall  hereafter 
be  known  as  "  7*he  national -bank  act." 

Sec.  2.  That  section  31  of  "The  national-bank  act " '  be  so  amended  that 
the  several  associations  therein  provided  for  shall  not  hereafter  be  required  to 
keep  on  hand  any  amount  of  money  whatever,  by  reason  of  the  amount  of 
their  respective  circulations ;  but  the  moneys  required  by  said  section  to  be 
kept  at  all  times  on  hand  shall  be  determined  by  the  amount  of  deposits  in 
all  respects,  as  provided  for  in  the  said  section. 

Sec.  3.  That  every  association  organized,  or  to  be  organized,  under  the 
provisions  of  the  said  act.  and  of  the  several  acts  amendatory  thereof,  shall  at 
all  times  keep  and  have  on  deposit  in  the  treasury  of  the  United  States,  in 
lawful  money  of  the  United  States,  a  sum  equal  to  five  per  centum  of  its  cir- 
culation, to  be  held  and  used  for  the  redemption  of  such  circulation  ;  which 
sum  shall  be  counted  as  part  of  its  lawful  reserve,  as  provided  in  section  2 
of  this  act."  And  when  the  circulating  notes  of  any  such  associations, 
assorted  or  unassorted,  shall  be  presented  for  redemption,  in  sums  of  $1,000 
or  any  multiple  thereof,  to  the  Treasurer  of  the  United  States,  the  same  shall 
be  redeemed  in  United  States  notes.  All  notes  so  redeemed  shall  be  charged 
by  the  Treasurer  of  the  United  States  to  the  respective  associations  issuing 
the  same,  and  he  shall  notify  them  severally,  on  the  first  day  of  each  month, 
or  oftener,  at  his  discretion,  of  the  amount  of  such  redemptions ;  and  when- 
ever such  redemptions  for  any  association  shall  amount  to  the  sum  of  $500, 
such  association  so  notified  shall  forthwith  deposit  with  the  Treasurer  of  the 
United  States  a  sum  in  United  States  notes  equal  to  the  amount  of  its  circu- 
lating-notes so  redeemed.  And  all  notes  of  national  banks  worn,  defaced, 
mutilated,  or  otherwise  unfit  for  circulation,  shall,  when  received  by  any 
assistant  treasurer,  or  at  any  designated  depository  of  the  United  States,  be 
forwarded  to  the  Treasurer  of  the  United  States  for  redemption  as  pro- 
vided herein.  And  when  such  redemptions  have  been  so  re-imbursed,  the  cir- 
culating-notes so  redeemed  shall  be  forwarded  to  the  respective  associations 
by  which  they  were  issued ;  but  if  any  of  such  notes  are  worn,  mutilated, 
defaced,  or  rendered  otherwise  unfit  for  use,  they  shall  be  forwarded  to  the 
Comptroller  of  the  Currency  and  destroyed,  and  replaced  as  now  provided  by 
law :  Provided,  That  each  of  said  associations  shall  re-imbursetothe  Treasury 
the  charges  for  transportation,^  and  the  costs  for  assorting  such  notes ;  and 
the  associations  hereafter  organized  shall  also  severally  re-imburse  to  the 
Treasury  the  cost  of  engraving  such  plates  as  shall  be  ordered  by  each  asso- 
ciation respectively  ;  and  the  amount  assessed  upon  each  association  shall  be 
in  proportion  to  the  circulation  redeemed,  and  be  charged  to  the  fund  on 
deposit  with  the  Treasurer  :  And  provided  further,  That  so  much  of  section 
32  of  said  national-bank  act  requiring  or  permitting  the  redemption  of  its 
circulating  notes  elsewhere  than  at  its  own  counter  except  as  is  provided  for 
in  this  section,  is  hereby  repealed. 


'See  Sec.  5191,  p.  526. 

"See  also  Act  of  July  14,  1890,  Sec.  6.  p.  54X. 

'See  Act  of  July  X2,  1882,  Sec.  8,  p.  537. 


530  REPORT  OF  THE  MONETARY  COMMISSION 

Sec.  4.  That  any  association  org^ized  under  this  act,  or  any  of  the  acts 
of  which  this  is  an  amendment,  desiring  to  withdraw  its  circulating  notes,'  in 
whole  or  in  part,  may,  upon  the  deposit  of  lawful  money  with  the  Treasurer 
of  the  United  States  in  sums  of  not  less  than  $9,000,  take  up  the  bonds  which 
said  association  has  on  deposit  with  the  Treasurer  for  the  security  of  such  cir- 
culating-notes, which  bonds  shall  be  assigned  to  the  bank  in  the  manner 
specified  in  the  nineteenth  section  of  the  national-bank  act ;  and  the  out- 
standing notes  of  said  association,  to  an  amount  equal  to  the  l^al-tcnder 
notes  deposited,  shall  be  redeemed  at  the  Treasury  of  the  United  States,  and 
destroyed  as  now  provided  by  law  :  Provided^  That  the  amount  of  the  bonds 
on  deposit  for  circulation  shall  not  be  reduced  below  $50,000. 

Sec.  5.  That  the  Comptroller  of  the  Currency  shall,  under  such  rules  and 
regulations  as  the  Secretary  of  the  Treasury-  may  prescribe,  cause  the  charter- 
numbers  of  the  associations  to  be  printed  upon  all  national -bank  notes  which 
may  be  hereafter  issued  by  him. 

Sec.  6.  That  the  amount  of  United  States  notes  outstanding  and  to  be 
used  as  a  part  of  the  circulating- medium  shall  not  exceed  the  sum  of  $382,- 
000,000,  which  said  sum  shall  appear  in  each  monthly  statement  of  the  public 
debt,  and  no  part  thereof  shall  be  held  or  used  as  a  reserve. 

Sec.  7.  That  so  much  of  the  act  entitled  "An  act  to  provide  for  the 
redemption  of  the  three  per  centum  temporary*  loan  certificates,  and  for  an 
increase  of  national-bank  notes,**  as  provides  that  no  circulation  shall  be 
withdrawn  under  the  provisions  of  section  6  of  said  act,  until  after  the 
$54,000,000  granted  in  section  i  of  said  act  shall  have  been  taken  up,  is 
hereby  repealed  ;  and  it  shall  be  the  duty  of  the  Comptroller  of  the  Currency, 
under  the  direction  of  the  Secretary  of  the  Treasury,  to  proceed  forthwith, 
and  he  is  hereby  authorized  and  required,  from  time  to  time,  as  applications 
shall  be  duly  made  therefor,  and  until  the  full  amount  of  $55,000,000  shall 
be  withdrawn,  to  make  requisitions  upon  each  of  the  national  banks  described 
in  said  section,  and  in  the  manner  therein  provided,  organized  in  States  having 
an  excess  of  circulation,  to  withdraw  and  return  so  much  of  their  circulation 
as  by  said  act  may  be  apportioned  to  be  withdrawn  from  them,  or,  in  lien 
thereof,  to  deposit  in  the  Treasury  of  the  United  States  lawful  money  sufficient 
to  redeem  such  circulation,  and  upon  the  return  of  the  circulation  required, 
or  the  deposit  of  lawful  money,  as  herein  provided,  a  proportionate  amount 
of  the  bonds  held  to  secure  the  circulation  of  such  association  as  shall  make 
such  return  or  deposit  shall  be  surrendered  to  it. 

Sec.  8.  That  upon  the  failure  of  the  national  banks  upon  which  requisi- 
tion for  circulation  shall  be  made,  or  any  of  them,  to  return  the  amount 
required,  or  to  deposit  in  the  Treasury  lawful  money  to  redeem  the  circula- 
tion required,  within  thirty  days,  the  Comptroller  of  the  Currency  shall  at  once 
sell,  as  provided  in  section  49  of  the  national -currency  act,  approved  June 
3,  1864,  bonds  held  to  secure  the  redemption  of  the  circulation  of  the  asso- 
ciation or  associations  which  shall  so  fail,  to  an  amount  sufficient  to  redeem 
the  circulation  required  of  such  association  or  associations,  and  with  the  pro- 
ceeds, which  shall  be  deposited  in  the  Treasury  of  the  United  States,  so  much 
of  the  circulation  of  such  association  or  associations  shall  be  redeemed  as 
will  equal  the  amount  required  and  not  returned  and  if  there  be  any  excess 
of  proceeds  over  the  amount  required  for  such  redemption,  it  shall  be  returned 
to  the  association  or  associations  whose  bonds  shall  have  been  sold.  And  it 
shall  be  the  duty  of  the  Treasurer,  assistant  treasurers,  designated  deposita- 


'  See  Sec.  5167,  p.  523 ;  also  Act  of  July  12,  1882,  Sec.  9.  pp.  537-S38. 


APPENDIX  531 

ries,  and  national  bank  depositaries  of  the  United  States,  who  shall  be  kept 
informed  by  the  Comptroller  of  the  Currency  of  such  associations  as  shall  fail 
to  return  circulation  as  required,  to  assort  and  return  to  the  Treasury  for 
redemption  the  notes  of  such  associations  as  shall  come  into  their  hands  until 
the  amount  required  shall  be  redeemed,  and  in  like  manner  to  assort  and 
return  to  the  Treasury,  for  redemption,  the  notes  of  such  national  banks  as 
have  failed,  or  gone  into  voluntary  liquidation  for  the  purpose  of  winding  up 
their  affairs,  and  of  such  as  shall  hereafter  so  fail  or  go  into  liquidation. 

Sec.  9.  That  from  and  after  the  passage  of  this  act  it  shall  be  lawful  for 
the  Comptroller  of  the  Currency,  and  he  is  hereby  required,  to  issue  circu- 
lating-notes, without  delay,  as  applications  therefor  are  made,  not  to  exceed 
the  sum  of  $55,000,000,  to  associations  organized,  or  to  be  organized,  in 
those  States  and  Territories  having  less  than  their  proportion  of  circulation, 
under  an  apportionment  made  on  the  basis  of  population  and  of  wealth,  as 
shown  by  the  returns  of  the  census  of  1870;  and  every  association  hereafter 
organized  shall  be  subject  to,  and  be  governed  by,  the  rules,  restrictions,  and 
limitations,  and  possess  the  rights,  privileges,  and  franchises,  now  or  hereafter 
to  be  prescribed  by  law  as  to  national  banking  associations,  with  the  same 
power  to  amend,  alter,  and  repeal  provided  by  "the  national-bank  act": 
Provided,  That  the  whole  amount  of  circulation  withdrawn  and  redeemed 
from  banks  transacting  business  shall  not  exceed  $55,000,000,  and  that  such 
circulation  shall  be  withdrawn  and  redeemed  as  it  shall  be  necessary  to  sup- 
ply the  circulation  previously  issued  to  the  banks  in  those  States  having  less 
than  their  apportionment :  And  provided  further.  That  not  more  than  $30.- 
000,000  shall  be  withdrawn  and  redeemed  as  herein  contemplated  during  the 
fiscal  year  ending  June  30,  1875.* 


ACT  OF  JANUARY  14,  1875, — ^An  act  to  provide  for  the  resumption  of  specie 

payments. 

[x8  Statutes  at  LAi^e,  p.  996.] 

Be  it  enacted,  etc..  That  the  Secretary  of  the  Treasury  is  hereby  authorized 
and  required,  as  rapidly  as  practicable,  to  cause  to  be  coined,  at  the  mints  of 
the  United  States,  silver  coins  of  the  denominations  of  ten,  twenty-five,  and 
fifty  cents,  of  standard  value,  and  to  issue  them  in  redemption  of  an  equal 
number  and  amount  of  fractional  currency  of  similar  denominations,  or,  at 
his  discretion,  he  may  issue  such  silver  coins  through  the  mints»  the  sub- 
treasuries,  public  depositaries,  and  post-offices  of  the  United  States ;  and, 
upon  such  issue,  he  is  hereby  authorized  and  required  to  redeem  an  equal 
amount  of  such  fractional  currency,  unti^  the  whole  amount  of  such  fractional 
currency  outstanding  shall  be  redeemed. 

Sec.  2.  That  so  much  of  section  3524  of  the  Revised  Statutes  of  the 
United  States  as  provides  for  a  charge  of  one-fifth  of  one  per  centum  for 
converting  standard  gold  bullion  into  coin  is  hereby  repealed ;  and  hereafter 
no  charge  shall  be  made  for  that  service. 

Sec.  3.  That  section  5177  of  the  Revised  Statutes  of  the  United  States, 
limiting  the  aggregate  amount  of  circulating-notes  of  national-banking  associa- 
tions be.  and  is  hereby  repealed ;  and  each  existing  banking-association  may 
increase  its  circulating-notes  in  accordance  with  existing  law  without  respect 
to  said  aggregate  limit ;  and  new  banking-associations  may  be  organized  in 


'Superseded  by  the  Act  of  January  14,  1875. 
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I  accordance  with  existing  law  without  respect  to  said  aggregate  limit ;  and  the 

I  provisions  of  law  for  the  withdrawal  and  redistribution  of  national-bank  cur* 

I  rency  among  the  several  States  and  Territories  are  hereby  repealed.     And 

;  whenever,  and  so  often,  as  circulating-notes  shall  be  issued  to  any  such  bank- 

ing-association, so  increasing  its  capital  or  circulating-notes,  or  so  newly 
organized  as  aforesaid,  it  shall  be  the  duty  of  the  Secretary  of  the  Treasury 
to  redeem  the  legal-tender  United  States  notes  in  excess  only  of  $300,000,000, 
to  the  amount  of  eighty  per  centum  of  the  sum  of  national-bank  notes  so  issued 
to  any  such  banking-association  as  aforesaid  and  to  continue  such  redemption 
as  such  circulating  notes  are  issued  until  there  shall  be  outstanding  the  sum 
of  $300,000,000  of  such  legal-tender  United  States  notes,'  and  no  more.  And 
on  and  after  the  first  day  of  January,  anno  Domini,  eighteen  hundred  and 
seventy-nine,  the  Secretary  of  the  Treasury  shall  redeem,  in  coin,  the  United 
States  legal-tender  notes  then  outstanding,  on  their  presentation  for  redemp- 
tion, at  the  office  of  the  assistant  treasurer  of  the  United  States  in  the  city 
of  New  York,"  in  sums  not  less  than  fifty  dollars.  And  to  enable  the  Secre- 
tary of  the  Treasury  to  prepare  and  provide  for  the  redemption  in  this  act 
I  authorized  or  required,  he  is  authorized  to  use  any  surplus  revenues,  from 

time  to  time,  in  the  Treasury  not  otherwise  appropriated,  and  to  issue,  sell, 
and  dispose  of,  at  not  less  than  par,  in  coin,  either  of  the  descriptions  of 
bonds  of  the  United  States  described  in  the  act  of  Congress  approved  July 
14,  1870,  entitled  "An  act  to  authorize  the  refunding  of  the  national  debt," 
with  like  qualities,  privileges,  and  exemptions,  to  the  extent  necessary  to  carr)' 
this  act  into  full  effect,  and  to  use  the  proceeds  thereof  for  the  purposes 
aforesaid.  And  all  provisions  of  law  inconsistent  with  the  provisions  of  this 
act  are  hereby  repealed. 

ACT  OF  JANUARY  19,  1876. — An  act  to  remore  the  limitation  restricting  the 
circulation  of  banking-associations  issuing  notes  payable  in  gold. 

[z8  Statutes  at  Lars:e,  p.  302.] 

Beit  enacted,  etc, t  That  so  much  of  section  5185  of  the  Revised  Statutes 
of  the  United  States  as  limits  the  circulation  of  banking-associations,  organ- 
ized for  the  purpose  of  issuing  notes  payable  in  gold,  severally  to  $1,000,000, 
be,  and  the  same  is  hereby,  repealed ;  and  each  of  such  existing  banking-asso- 
ciations may  increase  its  circulating  notes,  and  new  banking-associations 
may  be  organized,  in  accordance  with  existing  law,  without  respect  to  such 
limitation. 


ACT  OF  FEBRUARY  8,  1875. — An  act  to  amend  tzisting  customs  and  intemal- 

rerenue  laws,  and  for  other  purposes. 

[18  Statutes  «t  taaztt  p.  307.] 

Sec.  19.'  That  every  person,  firm,  association  other  than  national  bank 
associations,  and  every  corporation.  State  bank,  or  State  banking  association, 
shall  pay  a  tax  of  ten  per  centum  on  the  amount  of  their  own  notes  used  for 
circulation  and  paid  out  by  them. 


'Subsequent  Act  of  May  31, 1 87 8, forbade  further  retirement  of  Icgal'tender  notes, 
and  Bxed  the  limit  at  amount  then  outstanding,  $346,681,016. 

'San  Francisco  added  by  Section  3  of  act  of  March  3,  1887.     See  page  540. 
3  See  Sees.  3412,  3413.  page  517. 
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Sec.  20.  That  every  such  person,  firm,  association,  corporation,  State 
bank,  or  State  banking  association,  and  also  every  national  banking  associa- 
tion, shall  pay  a  like  tax  of  ten  per  centum  on  the  amount  of  notes  of  any 
person,  firm,  association  other  than  a  national  banking  association,  or  of  any 
corporation.  State  bank,  or  State  banking  association,  or  of  any  town,  city,  or 
municipal  corporation,  used  for  circulation  and  paid  out  by  them. 

Sec.  21.  That  the  amount  of  such  circulating  notes,  and  of  the  tax  due 
thereon,  shall  be  returned,  and  the  tax  paid  at  the  same  time,  and  in  the  same 
manner,  and  with  like  penalties  for  failure  to  return  and  pay  the  same,  as 
provided  by  law  for  the  return  and  payment  of  taxes  on  deposits,  capital,  and 
circulation,  imposed  by  the  existing  provisions  of  internal  revenue  law. 


ACT  OF  MARCH  3,  1876. — An  act  authorizing  the  coinage  of  a  twenty-cent 

piece'  of  silver  at  the  mints  of  the  United  States. 

[x8  Statutes  at  Large,  p.  478.] 

[Provides  for  the  issue  of  a  silver  coin  of  the  denomination  of  20  cents 
weight  5  grams,  legal  tender  for  an  amount  not  exceeding  $5  in  any  one  pay 
ment.] 


ACT  OF  APRIL  17,  1876. — An  act  to  provide  for  a  deficiency  in  the  Printing  and 
Engraving  Bureau  of  the  Treasury  Department,  and  for  the  issue  of  silver 
coin  of  the  United  States  in  place  of  fractional  currency. 

[zg  Statutes  at  Large,  p.  33.] 

Sec.  2.  That  the  Secretary  of  the  Treasury  is  hereby  directed  to  issue 
silver  coins  of  the  United  States  of  the  denomination  of  ten,  twenty,  twenty- 
five  and  fifty  cents  of  standard  value,  in  redemption  of  an  equal  amount  of 
fractional  currency,  whether  the  same  be  now  in  the  Treasury  awaiting 
redemption,  or  whenever  it  may  be  presented  for  redemption  ;•  and  the  Secre- 
tary of  the  Treasury  may,  under  regulations  of  the  Treasury  Department, 
provide  for  such  redemption  and  issue  by  substitution  at  the  regular  sub- 
treasuries  and  public  depositories  of  the  United  States  until  the  whole  amount 
of  fractional  currency  outstanding  shall  be  redeemed.  And  the  fractional 
currency  redeemed  under  this  act  shall  be  held  to  be  a  part  of  the  sinking- 
fund  provided  for  by  existing  law,  the  interest  to  be  computed  thereon,  as  in 
the  case  of  bonds  redeemed  under  the  act  relating  to  the  sinking-fund. 


JOINT  RESOLUTION  OF  JULY  22,  1876.— Joint  resolution  for  the  issue  of 

silver  coin. 

[zQ  Statutes  at  Lar^e,  p.  33.] 

Resolved^  etc.  That  the  Secretary  of  the  Treasury,  under  such  limits  and 
regulations  as  will  best  secure  a  just  and  fair  distribution  of  the  same  through 
the  country,  may  issue  the  silver  coin  at  any  time  in  the  Treasury  to  an 
amount  not  exceeding  ten  million  dollars,  in  exchange  for  an  equal  amount 
of  legal-tender  notes ;  and  the  notes  so  received  in  exchange  shall  be  kept 


'Coinage  prohibited  by  act  of  May  2,  1878. 

■See  provisions  of  the  Resumption  Act  of  January  14,  1875,  pp.  531-532, 
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as  a  special  fund  *  separate  and  apart  from  all  other  money  in  the  Treasury, 
and  be  reissued  only  upon  the  retirement  and  destruction  of  a  like  sum  of 
fractional  currency  received  at  the  Treasury  in  payment  of  dues  to  the  United 
States;  and  said  fractional  currency,  when  so  substituted,  shall  be  destroyed 
and  held  as  part  of  the  sinking  fund,  as  provided  in  the  act  approved  April 
17,  1876. 

Sec.  2.  That  the  trade  dollar  shall  not  hereafter  be  a  legal  tender,  and 
the  Secretary  of  the  Treasury  is  hereby  authorized  to  limit  from  time  to  time, 
the  comage  thereof  to  such  an  amount  as  he  may  deem  sufficient  to  meet  the 
export  demand  for  the  same. 

Sec.  3.  That  in  addition  to  the  amount  of  subsidiary  silver  coin  author- 
ized by  law  to  be  issued  in  redemption  of  the  fractional  currency  it  shall  be 
lawful  to  manufacture  at  the  several  mints,  and  issue  through  the  Treasury 
and  its  several  offices,  such  coin  to  an  amount,  that,  including  the  aihount  of 
subsidiary  silver  coin  and  of  fractional  currency  outstanding,  shall,  in  the 
aggregate,  not  exceed,  at  any  time,  $50,000,000. 

Sec.  4.  That  the  silver  bullion  required  for  the  purposes  of  this  resolu- 
tion shall  be  purchased,  from  time  to  time,  at  market-rate,  by  the  Secretary 
of  the  Treasury,  with  any  money  in  the  Treasury  not  otherwise  appropriated  ; 
but  no  purchase  of  bullion  shall  be  made  under  this  resolution  when  the 
market-rate  for  the  same  shall  be  such  as  will  not  admit  of  the  coinage  and 
issue,  as  herein  provided,  without  loss  to  the  Treasury ;  and  any  gain  or  seign- 
iorage arising  from  this  coinage  shall  be  accounted  for  and  paid  into  the 
Treasury,  as  provided  under  existing  laws  relative  to  the  subsidiary  coinage: 
Provided^  That  the  amount  of  money  at  any  one  time  invested  in  such  silver 
bullion,  exclusive  of  such  resulting  coin,  shall  not  exceed  $200,000. 


ACT  OF  FEBRUARY   28,   1878. — An  act  to  authorize  the   coinage  of   tlie 
standard  silver  dollar  and  to  restore  its  legal-tender  character. 

[90  Statutes  at  Lai^ge,  p.  35.] 

Be  it  enacted^  etc.y  that  there  shall  be  coined,  at  the  several  mints  of  the 
United  States,  silver  dollars  of  the  weight  of  four  hundred  and  twelve  and  a 
half  grains  Troy  of  standard  silver,  as  provided  in  the  act  of  January  18,  1837, 
on  which  shall  be  the  devices  and  superscriptions  provided  by  said  act ; 
which  coins,  together  with  all  silver  dollars  heretofore  coined  by  the  United 
States,  of  like  weight  and  fineness,  shall  be  a  legal  tender  at  their  nominal 
value,  for  all  debts  and  dues  public  and  private,  except  where  otherwise 
expressly  stipulated  in  the  contract.  And  the  Secretary  of  the  Treasury  is 
authorized  and  directed  to  purchase,  from  time  to  time,  silver  bullion,  at  the 
market  price  thereof,  not  less  than  two  million  dollars*  worth  per  month,  nor 
more  than  four  million  dollars'  worth  per  month,  and  cause  the  same  to  be 
coined  monthly,  as  fast  as  so  purchased,  into  such  dollars ;  and  a  sum  suffi- 
cient to  carry  out  the  foregoing  provision  of  this  act  is  hereby  appropriated 
out  of  any  money  in  the  Treasury  not  otherwise  appropriated.    And  any  gain 


'  Under  Sec.  3  of  the  legislative,  executive  and  judicial  appropriations  Act  of  June 
21,  1879,  the  Secretary  of  the  Treasury  is  directed  to  issue  immediately,  in  payment 
of  arrearages  of  pensions,  the  legal-tender  notes  held  as  a  special  fund  under  above 
authority,  and  it  is  further  provided  that  "  fractional  currency  presented  for  redemp- 
tion shall  be  redeemed  in  any  moneys  in  the  Treasury  not  otherwise  appropri- 
ated." 
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or  seigniorage  arising  from  this  coinage  shall  be  accounted  for  and  paid  into 
the  Treasury,  as  provided  under  existing  laws  relative  to  the  subsidiary  coin- 
age :  Provided,  That  the  amount  of  money  at  any  one  time  invested  in  such 
silver  bullion,  exclusive  of  such  resulting  coin,  shall  not  exceed  $5,000,000 : 
And  provided  further^  That  nothing  in  this  act  shall  be  construed  to 
authorize  the  payment  in  silver  of  certificates  of  deposit  issued  under  the 
provisions  of  section  254  of  the  Revised  Statutes. 

Sec.  2.  That  immediately  after  the  passage  of  this  act,  the  President 
shall  invite  the  Governments  of  the  countries  composing  the  Latin  Union, 
so-called,  and  of  such  other  European  nations  as  he  may  deem  advisable,  to 
join  the  United  States  in  a  conference  to  adopt  a  common  ratio  between  gold 
and  silver,  for  the  purpose  of  establishing,  internationally,  the  use  of 
bi-metalic  money,  and  securing  fixity  of  relative  value  between  those  metals ; 
such  conference  to  be  held  at  such  place,  in  Europe  or  in  the  United  States, 
at  such  time,  within  six  months,  as  may  be  mutually  agreed  upon  by  the 
Executives  of  the  Governments  joining  in  the  same,  whenever  the  Govern- 
ments so  invited,  or  any  three  of  them,  shall  have  signified  their  willingness 
to  unite  in  the  same. 

The  President  shall,  by  and  with  the  advice  and  consent  of  the  Senate, 
appoint  three  commissioners,  who  shall  attend  such  conference  on  behalf  of 
the  United  States,  and  shall  report  the  doings  thereof  to  the  President,  who 
shall  transmit  the  same  to  Congress. 

Said  commissioners  shall  eac(i  receive  the  sum  of  two  thousand  five  hun- 
dred dollars  and  their  reasonable  expenses,  to  be  approved  by  the  Secretary 
of  State  ;  and  the  amount  necessary  to  pay  such  compensation  and  expenses 
is  hereby  appropriated  out  of  any  money  in  the  Treasury  not  otherwise 
appropriated. 

Sec.  3.  That  any  holder  of  the  coin  authorized  by  this  act  may  deposit 
the  same  with  the  Treasurer  or  any  assistant  treasurer  of  the  United  States, 
in  sums  not  less  than  ten  dollars,  and  receive  therefor  certificates  of  not  less 
than  ten  dollars  each,  corresponding  with  the  denominations  of  the  United 
States  notes.  The  coin  deposited  for  or  representing  the  certificates  shall  be 
retained  in  the  Treasury  for  the  payment  of  the  same  on  demand.  Said  cer- 
tificates shall  be  receivable  for  customs,  taxes,  and  all  public  dues,  and,  when 
so  received,  may  be  re-issued. 

Sec.  4.  All  acts  and  parts  of  acts  inconsistent  with  the  provisions  of  this 
act  are  hereby  repealed. 

[Vetoed  by  the  President.  Became  a  law  on  February  28,  1878,  on  pas- 
sing each  house  by  a  two-thirds  vote.] 


ACT  OF  MAY  81,  1878.  — An  act  to  forbid  the  further  retirement  of  United 

States  legal-tender  notes. 

[90  Statutes  at  Large,  p.  87.] 

Be  it  enacted,  etc..  That  from  and  after  the  passage  of  this  act  it  shall  not 
be  lawful  for  the  Secretary  of  the  Treasury  or  other  officer  under  him  to  can- 
cel or  retire  any  more  of  the  United  States  legal-tender  notes.  And  when 
any  of  said  notes  may  be  redeemed  or  be  received  into  the  Treasury  under 
any  law  from  any  source  whatever,  and  shall  belong  to  the  United  States, 
they  shall  not  be  retired,  cancelled,  or  destroyed,  but  they  shall  be  reissued 
and  paid  out  again  and  kept  in  circulation ;  Provided,  That  nothing  herein 
shall  prohibit  the  cancellation  and  destruction  of  mutilated  notes  and  the 
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issue  of  other  notes  of  like  denomination  in  their  stead»  as  now  provided  by 
law. 

All  acts  and  parts  of  acts  in  conflict  herewith  are  hereby  repealed. 


ACT  OF  June  9,  1879.  — To  provide  for  the  exchange  of  subsidiary  coins  for  law- 
ful money  of  the  United  States  under  certain  circumstances,  and  to  make 
such  coins  a  legal  tender  in  all  sums  not  exceeding  ten  dollars,  and  for  other 
purposes. 

[ai  Statutes  at  Large,  p.  7.] 

Be  it  enacted,  etc„  That  the  holder  of  any  of  the  silver  coins  of  the  United 
States  of  smaller  denomination  than  one  dollar,  may,  on  presentation  of  the 
same  in  sums  of  twenty  dollars,  or  any  multiple  thereof,  at  the  office  of  the 
Treasurer  or  any  assistant  treasurer  of  the  United  States,  receive  therefor 
lawful  money  of  the  United  States. 

Sec.  3.  The  Treasurer  or  any  assistant  treasurer  of  the  United  States 
who  may  receive  any  coins  under  the  provision  of  this  act  shall  exchange  the 
same  in  sums  of  twenty  dollars,  or  any  multiple  thereof,  for  lawful  money  of 
the  United  States,  on  demand  of  any  holder  thereof. 

Sec.  3.  That  the  present  silver  coins  of  the  United  States  of  smaller 
denominations  than  one  dollar  shall  hereafter  be  a  legal  tender  in  all  sums 
not  exceeding  ten  dollars  in  full  payment  of  all  dues  public  and  private. 

Sec.  4.  That  all  laws  or  parts  of  laws  in  conflict  with  this  act  be,  and  the 
same  are  hereby,  repealed. 


ACT  OF  FEBRUARY  14,  1880.  — An  act  authorising  the  conversion  of  national 

gold  banks. 

[91  Statutes  at  Large,  p.  66.] 

Be  it  enacted  etc..  That  any  national  gold  bank  organized  under  the  provi- 
sions of  the  laws  of  the  United  States  may,  in  the  manner  and  subject  to  the 
provisions  prescribed  by  section  5154  of  the  Revised  Statutes  of  the  United 
States,  for  the  conversion  of  banks  incorporated  under  the  laws  of  any  State, 
cease  to  be  a  gold  bank  and  become  such  an  association  as  is  authorized  by 
section  5133,  for  carrying  on  the  business  of  banking,  and  shall  have  the 
same  powers  and  privileges,  and  shall  be  subject  to  the  same  duties,  respon- 
sibilities, and  rules,  in  all  respects,  as  are  by  law  prescribed  for  such  associa- 
tions :  Provided,  That  all  certificates  of  organization  which  shall  be  issued 
under  this  act  shall  bear  the  date  of  the  original  organization  of  each  bank 
respectively  as  a  gold  bank. 

ACT  OF  JULY  18,  1882. — To  enable  national  banking  associations  to  extend 

their  corporate  existence,  and  for  other  pturposes. 

[aa  Statutes  at  Large,  p.  168.] 

Be  it  enacted,  etc,  That  any  national  baking  association  organized  under 
the  acts  of  February  25th,  1863,  J"**^  3^*  1864,  and  February  14th,  x88o,  or 
under  sections  5133,  5134,  5135,  5136,  and  5154  of  the  Revised  Statutes  of 
the  United  States,  may,  at  any  time  within  the  two  years  next  previous  to  the 
date  of  the  expiration  of  its  corporate  existence  under  present  law,  and  with 
the  approval  of  the  Comptroller  of  the  Currency,  to  be  granted,  as  hereinafter 
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provided,  extend  its  period  of  succession  by  amending  its  articles  of  associa- 
tion for  a  term  of  not  more  than  twenty  years  from  the  expiration  of  the 
period  of  succession  named  in  said  articles  of  association^  and  shall  have  suc- 
cession for  such  extended  period,  unless  sooner  dissolved  by  the  act  of  share- 
holders owning  two-thirds  of  its  stock,  or  unless  its  franchise  becomes  forfeited 
by  some  violation  of  law,  or  unless  hereafter  modified  or  repealed. 

Sec.  6.  That  the  circulating  notes  of  any  association  so  extending  the 
period  of  its  succession  which  shall  have  been  issued  to  it  prior  to  such  exten- 
sion shall  be  redeemed  at  the  Treasury  of  the  United  States,  as  provided  in 
section  3  of  the  act  of  June  20th,  1874,  entitled  "An  act  fixing  the  amount  of 
United  States  notes,  providing  for  redistribution  of  national-bank  currency, 
and  for  other  purposes,"  and  such  notes  when  redeemed  shall  be  forwarded 
to  the  Comptroller  of  the  Currency,  and  destroyed,  as  now  provided  by  law ; 
and  at  the  end  of  three  years  from  the  date  of  the  extension  of  the  corporate 
existence  of  each  bank  the  association  so  extended  shall  deposit  lawful  money 
with  the  Treasurer  of  the  United  States  sufficient  to  redeem  the  remainder  of 
the  circulation  which  was  outstanding  at  the  date  of  its  extension,  as  provided 
in  sections  5222,  5224,  and  5225  of  the  Revised  Statutes:  and  any  gain  that 
may  arise  from  the  failure  to  present  such  circulating  notes  for  redemption 
shall  inure  to  the  benefit  of  the  United  States :  and  from  time  to  time,  as  such 
notes  are  redeemed  or  lawful  money  deposited  therefor  as  provided  herein, 
new  circulating  notes  shall  be  issued  as  provided  by  this  act,  bearing  such 
devices,  to  be  approved  by  the  Secretary  of  the  Treasury,  as  shall  make  them 
readily  distinguishable  from  the  circulating  notes  heretofore  issued :  Provided^ 
however^  That  each  banking  association  which  shall  obtain  the  benefit  of  this 
act  shall  reimburse  to  the  Treasury  the  cost  of  preparing  the  plate  or  plates 
for  such  new  circulating  notes  as  shall  be  issued  to  it. 

Sec.  8.  That  national  banks  now  organized  or  hereafter  organized, 
having  a  capital  of  $150,000  or  less,  shall  not  be  required  to  keep  on 
deposit  or  deposit  with  the  Treasurer  of  the  United  States  bonds  in  excess  of 
one-fourth  of  their  capital  stock  as  security  for  their  circulating  notes,  but 
such  banks  shall  keep  on  deposit  or  deposit  with  the  Treasurer  of  the  United 
States  the  amount  of  bonds  as  herein  required.  And  such  of  those  banks 
having  on  deposit  bonds  in  excess  of  that  amount  are  authorized  to  reduce 
their  circulation  by  the  deposit  of  lawful  money  as  provided  by  law ;  Pro- 
videdt  That  the  amount  of  such  circulating  notes  shall  not  in  any  case  exceed 
ninety  per  centum  of  the  par  value  of  the  bonds  deposited  as  herein  pro- 
vided :  Provided  further.  That  the  national  banks  which  shall  hereafter  make 
deposits  of  lawful  money  for  the  retirement  in  full  of  their  circulation  shall, 
at  the  time  of  their  deposit,  be  assessed,  for  the  cost  of  transporting  and 
redeeming  their  notes  then  outstanding  a  sum  equal  to  the  average  cost  of 
the  redemption  of  national-bank  notes  during  the  preceding  year,  and  shall 
thereupon  pay  such  assessment.  And  all  national  banks  which  have  hereto- 
fore made  or  shall  hereafter  make  deposits  of  lawful  money  for  the  reduction 
of  their  circulation,  shall  be  assessed,  and  shall  pay  an  assessment  in  the 
manner  specified  in  section  3  of  the  act  approved  June  20th,  1874,  for  the 
cost  of  transporting  and  redeeming  their  notes  redeemed  from  such  deposits 
subsequently  to  June  30th,  1881. 

Sec.  9.  That  any  national  banking  association  now  organized,  or  here- 
after organized,  desiring  to  withdraw  its  circulating  notes,  upon  a  deposit  of 
lawful  money  with  the  Treasurer  of  the  United  States,  as  provided  in  section 
4  of  the  act  of  June  20th,  1874,  entitled  "An  act  fixing  the  amount  of  United 
States  notes,  providing  for  a  redistribution  of  national-bank  currency,  and  for 
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other  purposes,"  or  as  provided  in  this  act,  is  authorized  to  deposit  lawful 
money  and  withdraw  a  proportionate  amount  of  the  bonds  held  as  security 
for  its  circulating  notes  in  the  order  of  such  deposits ;  and  no  national  bank 
which  makes  any  deposit  of  lawful  money  in  order  to  withdraw  its  circulating 
notes  shall  be  entitled  to  receive  any  increase  of  its  circulation  for  the  period 
of  six  months  from  the  time  it  made  such  deposit  of  lawful  money  for  the 
purpose  aforesaid  :  Provided,  That  not  more  than  $3,000,000  of  lawful  money 
shall  be  deposited  during  any  calendar  month  for  this  purpose:  And  pro- 
vided further.  That  the  provisions  of  this  section  shall  not  apply  to  bonds 
called  for  redemption  by  the  Secretary  of  the  Treasury,  nor  to  the  withdrawal 
of  circulating  notes  in  consequence  thereof. 

Sec.  10.  That  upon  a  deposit  of  bonds  as  described  by  sections  5159  and 
5160,  except  as  modified  by  section  4  of  an  act  entitled  "An  act  fixing  the 
amount  of  United  States  notes,  providing  for  a  redistribution  of  the  national- 
bank  currency,  and  for  other  purposes,"  approved  June  20th,  1894,  and  as 
modified  by  section  8  of  this  act,  the  association  making  the  same  shall  be 
entitled  to  receive  from  the  Comptroller  of  the  Currency  circulating  notes  of 
different  denominations,  in  blank,  registered  and  countersigned  as  provided 
by  law,  equal  in  amount  to  ninety  per  centum  of  the  current  market  value, 
not  exceeding  par,  of  the  United  States  bonds  so  transferred  and  delivered, 
and  at  no  time  shall  the  total  amount  of  such  notes  issued  to  any  such  associa- 
tion exceed  ninety  per  centum  of  the  amount  at  such  time  actually  paid  in  of 
its  capital  stock  ;  and  the  provisions  of  sections  5 171  and  5176  of  the  Revised 
Statutes  are  hereby  repealed. 

Sec.  12.  That  the  Secretary  of  the  Treasury  is  authorized  and  directed  to 
receive  deposits  of  gold  coin  with  the  Treasurer  or  assistant  treasurers  of  the 
United  States,  in  sums  not  less  than  twenty  dollars,  and  to  issue  certificates 
therefor  in  denominations  of  not  less  than  twenty  dollars  each,  corresponding 
with  the  denominations  of  United  States  notes.  The  coin  deposited  for  or 
representing  the  certificates  of  deposits  shall  be  retained  in  the  Treasury  tor 
the  payment  of  the  same  on  demand.  Said  certificates  shall  be  receivable 
for  customs,  taxes,  and  all  public  dues,  and  when  so  received  may  be 
reissued  ;  and  such  certificates,  as  also  silver  certificates,  when  held  by  any 
national-banking  association,  shall  be  counted  as  part  of  its  lawful  reserve  ; 
and  no  national-banking  association  shall  be  a  member  of  any  clearing-house 
in  which  such  certificates  shall  not  be  receivable  in  the  settlement  of 
clearing-house  balances  :  Provided,  That  the  Secretary  of  the  Treasury  shall 
suspend  the  issue  of  such  gold  certificates  whenever  the  amount  of  gold  coin 
and  gold  bullion  in  the  Treasury  reserved  for  the  redemption  of  United  States 
notes  falls  below  $100,000,000;  and  the  provisions  of  section  5207  of  the 
Revised  Statutes  shall  be  applicable  to  the  certificates  herein  authorized  and 
directed  to  be  issued. 


ACT  OF  AUGUST  7,  1882. —  An  act  making  appropriations  for  sundry  civil 
expenses  of  the  gOTenunent  for  the  fiscal  year  ending  Jnne  30,  1883,  and  A>r 
other  purposes. 

[29  Statutes  at  Large,  p.  3x2.] 

For  the  transportation  of  silver  coins  :  That  the  Secretary  of  the  Treas- 
ury be,  and  he  is  hereby,  authorized  and  directed  to  transport,  free  of  charge, 
stiver  coins  when  requested  to  do  so :  Provided,  That  an  equal  amount  in 
coin  or  currency  shall  have  been  deposited  in  the  Treasury  by  the  applicant 
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or  applicants;  and  that  there  is  hereby  appropriated  $10,000,  or  so  much 
thereof  as  may  be  necessary,  for  that  purpose,  and  that  the  same  be  available 
from  and  after  the  passage  of  this  act.     ♦     ♦     ♦ 


ACT  OF  AUGUST  4,  1886. —An  act  nuiking  appropriations  for  sundry  civil 
expenses  of  the  Government  for  the  fiscal  year  ending  June  30th,  1887, 
and  for  other  purposes. 

[34  Statutes  at  Lai^ge,  p.  339.] 

Be  it  enacted,  etc,  *  *  ♦  And  the  Secretary  of  the  Treasury  is 
hereby  authorized  and  required  to  issue  silver^certificates  in  denominations 
of  one,  two,  and  five  dollars,  and  the  silver-certificates  herein  authorized  shall 
be  receivable,  redeemable,  and  payable  in  like  manner  and  for  like  purposes 
as  is  provided  for  silver-certificates  by  the  act  of  February  28th,  1878,  entitled 
"  An  act  to  authorize  the  coinage  of  the  standard  silver  dollar,  and  to  restore 
its  legal-tender  character,"  and  denominations  of  one,  two,  and  five  dollars 
may  be  issued  in  lieu  of  silver-certificates  of  larger  denominations  in  the 
Treasury  or  in  exchange  therefor  upon  presentation  by  the  holders  and  to 
that  extent  said  certificates  of  larger  denominations  shall  be  canceled  and 
destroyed. 

Transportation  of  silver  coin  :  For  transportation  of  silver  coin, 
including  fractional  silver  coin,  by  registered  mail  or  otherwise,  $75,000  ;  and 
in  expending  this  sum  the  Secretary  of  the  Treasury  is  authorized  and  directed 
to  transport  from  the  Treasury  or  subtreasuries,  free  of  charge,  silver  coin 
when  requested  to  do  so :  Provided,  That  an  equal  amount  of  coin  or  cur- 
rency shall  have  been  deposited  in  the  Treasury  or  such  subtreasuries  by  the 
applicant  or  applicants.  And  the  Secretary  of  the  Treasury  shall  report  to 
Congress  the  cost  arismg  under  this  appropriation.     ♦     ♦     ♦ 

[Similar  provisions  are  contained  in  succeeding  Sundry  Civil  Appropriation  laws.] 


ACT  OF  MARCH  8, 1887. —  An  act  to  amend  sections  5x91  and  5192  of  the  revised 
statutes  of  the  United  States,  and  for  other  purposes. 

[34  Statutes  at  Laige,  p.  559.] 

Be  it  enacted,  etc.,  That  whenever  three-fourths  in  number  of  the  national 
banks  located  in  any  city  of  the  United  States  having  a  population  of  50,000 
people  shall  make  application  to  the  Comptroller  of  the  Currency,  in  writing, 
asking  that  the  name  of  the  city  in  which  such  banks  are  located  shall  be 
added  to  the  cities  named  in  sections  5 191  and  5 192  of  the  Revised  Statutes, 
the  Comptroller  shall  have  authority  to  grant  such  request,  and  every  bank 
located  in  such  city  shall  at  all  times  thereafter  have  on  hand,  in  lawful 
money  of  the  United  States,  an  amount  equal  to  at  least  twenty-five  per 
centum  of  its  deposits,  as  provided  in  sections  5 191  and  5195  of  the  Revised 
Statutes. 

Sec.  2.  That  whenever  three-fourths  in  number  of  the  national  banks 
located  in  any  city  of  the  United  States  having  a  population  of  200,000  peo- 
ple shall  make  application  to  the  Comptroller  of  the  Currency,  in  writing, 
asking  that  such  city  may  be  a  central  reserve  city,  like  the  city  of  New 
York,  in  which  one-half  of  the  lawful-money  reserve  of  the  national  banks 
located  in  other  reserve  cities  may  be  deposited,  as  provided  in  section  5195 
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of  the  Revised  Statutes,  the  Coraptroller  shall  have  authority,  with  the 
approval  of  the  Secretary  of  the  Treasury,  to  grant  such  request,  and  every 
bank  located  in  such  city  shall  at  all  times  thereafter  have  on  hand,  in  lawful 
money  of  the  United  States,  twenty-five  per  centum  of  its  deposits,  as  pro- 
vided in  section  5 191  of  the  Revised  Statutes. 

Sec.  3.  That  section  3  of  the  act  of  January  14,  1875,  entitled  an  "Act 
to  provide  for  the  resumption  of  specie  payments,"  be,  and  the  same  is,  hereby, 
amended  by  adding  after  the  words  "  New  York  '*  the  words  "and  the  city  of 
San  Francisco,  California,*' 


ACT  OF  MARCH  8,  1887.— An  act  for  the  retirement  and  recoinage  of  the  trade 

dollar. 

[34  Statutes  at  Lar^,  p.  634.] 

Be  it  enacted  etc,.  That  for  a  period  of  six  months  after  the  passage  of 
this  act,  United  States  trade-dollars,  if  not  defaced,  mutilated  or  stamped, 
shall  be  received  at  the  office  of  the  Treasurer,  or  any  assistant  treasurer 
of  the  United  States,  in  exchange  for  a  like  amount,  dollar  for  dollar,  of 
standard  silver  dollars,  or  of  subsidiary  coins  of  the  United  States. 

Sec.  2.  That  the  trade-dollars  received  by,  paid  to,  or  deposited  with  the 
Treasurer  or  any  assistant  treasurer  or  national  depositary  of  the  United 
States  shall  not  be  paid  out  or  in  any  other  manner  issued,  but,  at  the  expense 
of  the  United  States,  shall  be  transmitted  to  the  coinage  mints  and  recoined 
into  standard  silver  dollars  or  subsidiary  coin,  at  the  discretion  of  the  Secre- 
tary of  the  Treasury  :  Provided^  that  the  trade-dollars  recoined  under  this 
act  shall  not  be  counted  as  part  of  the  silver  bullion  required  to  be  pur- 
chased and  coined  into  standard  dollars  as  required  by  the  act  of  February 
28,  1878. 

Sec.  3.  That  all  laws  and  part?  of  laws  authorizing  the  coinage  and  issu- 
ance of  United  States  trade-dollars  are  hereby  repealed. 

[Received  by  the  President,  February  19,  1887.  Became  a  law  without  his  signa- 
ture on  March  3,  1887.] 


ACT  OF  MARCH  2,  1889,  —  An  act  making  appropriations  for  sundry  civil 
expenses  of  the  Government  for  the  fiscal  year  ending  June  lo,  1890,  and  for 
other  expenses. 

[35  Statutes  at  Latige,  p.  955.] 

That  hereafter  it  shall  not  be  lawful  to  use  any  portion  of  the  so-called 
*'  silver-profit  fund  "  or  of  the  appropriation  for  "  storage  of  silver- transporta- 
tion "  for  the  purpose  of  paying  the  expenses  of  the  transportation  of  stand- 
ard silver  dollars  from  the  mints  or  the  subtreasuries  to  the  Treasury  at 
Washington,  District  of  Columbia.     *    *    * 


ACT  OF  JULY  14,  1890  —  An  act  directing  the  purchase  of  silver  bullion  and 
the  issue  of  Treasury  notes  thereon,  and  for  other  purposes. 

[96  Statutes  at  Lar^e,  p.  289.] 

Be  it  encicted  etc.  That  the  Secretary  of  the  Treasury  is  hereby  directed 
to  purchase,  from  time  to  time,  silver  bullion  to  the  aggregate  amount  of 
four  million  five  hundred  thousand  ounces,  or  so  much  thereof  as  may  be 
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offered  in  each  month,  at  the  market  price  thereof,  not  exceeding  one  dollar 
for  three  hundred  and  seventy-one  and  twenty-five  hundredths  grains  of 
pure  silver. 

And  to  issue  in  payment  of  such  purchases  of  silver  bullion  Treasury 
notes  of  the  United  States  to  be  prepared  by  the  Secretary  of  the  Treasury, 
in  such  form  and  of  such  denominations,  not  less  than  one  dollar  nor  more 
than  one  thousand  dollars,  as  he  may  prescribe,  and  a  sum  sufficient  to 
carry  into  effect  the  provisions  of  this  act  is  hereby  appropriated  out  of  any 
money  in  the  Treasury  not  otherwise  appropriated. 

Sec.  2.  That  the  Treasury  notes  issued  in  accordance  with  the  provisions 
of  this  act  shall  be  redeemable  on  demand,  in  coin,  at  the  Treasury  of  the 
United  States,  or  at  the  office  of  any  assistant  treasurer  of  the  United  States, 
and  when  so  redeemed  may  be  reissued. 

But  no  greater  or  less  amount  of  such  notes  shall  be  outstanding  at  any 
time  than  the  cost  of  the  silver  bullion  and  the  standard  silver  dollars  coined 
therefrom,  then  held  in  the  Treasury  purchased  by  such  notes. 

And  such  Treasury  notes  shall  be  a  legal  tender  in  payment  of  all  debts, 
public  and  private,  except  where  otherwise  expressly  stipulated  in  the  con- 
tract, and  shall  be  receivable  for  customs,  taxes,  and  all  public  dues,  and 
when  so  received  may  be  reissued. 

And  such  notes,  when  held  by  any  national  banking  association,  may  be 
counted  as  a  part  of  its  lawful  reserve. 

That  lipon  demand  of  the  holder  of  any  of  the  Treasury  notes  herein 
provided  for  the  Secretary  of  the  Treasury  shall,  under  such  regulations 
as  he  may  prescribe,  redeem  such  notes  in  gold  or  silver  coin,  at  his  discre- 
tion. 

It  being  the  established  policy  of  the  United  States  to  maintain  the  two 
metals  on  a  parity  with  each  other  upon  the  present  legal  ratio,  or  such 
ratio  as  may  be  provided  by  law. 

Sec.  3.  That  the  Secretary  of  the  Treasury  shall  each  month  coin  two 
million  ounces  of  the  silver  bullion  purchased  under  the  provisions  of  this 
act  into  standard  silver  dollars  until  the  first  day  of  July,  1891,  and  after 
that  time  he  shall  coin  of  the  silver  bullion  purchased  under  the  provisions 
of  this  act  as  much  as  may  be  necessary  to  provide  for  the  redemption  of  the 
Treasury  notes  herein  provided  for,  and  any  gain  or  seigniorage  arising 
from  such  coinage  shall  be  accounted  for  and  paid  into  the  Treasury. 

Sec.  4.  That  the  silver  bullion  purchased  under  the  provisions  of  this  act 
shall  be  subject  to  the  requirements  of  existing  law  and  the  regulations  of  the 
mint  service  governing  the  methods  of  determining  the  amount  of  pure  silver 
contained,  and  the  amount  of  charges  or  deductions,  if  any,  to  be  made. 

Sec.  5.  That  so  much  of  the  act  of  February  28,  1878,  entitled  "An  act 
to  authorize  the  coinage  of  the  standard  silver  dollar  and  to  restore  its  legal 
tender  character,"  as  requires  the  monthly  purchase  and  coinage  of  the  same 
into  silver  dollars  of  not  less  than  two  million  dollars  nor  more  than  four 
million  dollars'  worth  of  silver  bullion,  is  hereby  repealed. 

Sec.  6.  That  upon  the  passage  of  this  act  the  balances  standing  with  the 
Treasurer  of  the  United  States  to  the  respective  credits  of  national  banks  for 
deposits  made  to  redeem  the  circulating  notes  of  such  banks,  and  all  deposits 
thereafter  received  for  like  purpose,  shall  be  covered  into  the  Treasury  as  a 
miscellaneous  receipt,  and  the  Treasury  of  the  United  States  shall  redeem 
from  the  general  cash  in  the  Treasury  the  circulating  notes  of  said  banks 
which  may  come  into  his  possession  subject  to  redemption. 

And  upon  the  certificate  of  the  Comptroller  of  the  Currency  that  such  notes 
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have  been  received  by  him  and  that  they  have  been  destroyed  and  that  no 
new  notes  will  be  issued  in  their  place,  reimbursement  of  their  amount  shall 
be  made  to  the  Treasurer,  under  such  regulations  as  the  Secretarj^  of  the 
Treasury  may  prescribe,  from  an  appropriation  hereby  created,  to  be  known 
as  '  National  bank  notes  :  Redemption  account,* 

But  the  provisions  of  this  act  shall  not  apply  to  the  deposits  received 
under  section  3  of  the  act  of  June  20th,  1874,  requiring  every  National  bank 
to  keep  in  lawful  money  with  the  Treasurer  of  the  United  States  a  sum  equal 
to  five  per  centum  of  its  circulation,  to  be  held  and  used  for  the  redemption 
of  its  circulating  notes. 

And  the  balance  remaining  of  the  deposits  so  covered  shall,  at  the  close 
of  each  month,  be  reported  on  the  monthly  public  debt  statement  as  debt  of 
the  United  States  bearing  no  interest. 

Sec.  7.  That  this  act  shall  take  effect  thirty  days  from  and  after  its 
passage. 


ACT  OF  AUGjrST  80,  1890 — An  act  making  appropriations  for  sondry  civil 
expenses  of  the  Government  for  the  fiscal  year  ending  June  30,  i8gi,  and  for 
other  purposes. 

[96  Statutes  at  Larj^e,  p.  371.] 

♦  *  ♦  [Appropriation  for  the  Bureau  of  Engraving  and  Printing.]  Pro- 
vided.  That  no  portion  of  this  sum  shall  be  expended  for  printing  United 
States  notes  of  larger  denomination  than  those  canceled  or  retired.  *  *  * 

[Similar  provisions  have  been  contained  in  subsequent  appropriation  acts.] 


ACT  OF  SEPTSMBSH  26,  l8iM) — An  act  to  discontinue  the  coinage   of  the 
three-dollar  and  one-dollar  gold  pieces  and  three-cent  nickel  piece. 

[a6  Statutes  at  Lai]|re,  p.  485.I 

Be  it  enacted,  etc..  That  from  and  after  the  passage  of  this  act  the  coinage 
of  the  three-dollar  gold  piece,  the  one-dollar  gold  piece,  and  the  three-cent 
nickel  piece  be,  and  the  same  is  hereby,  prohibited,  and  the  pieces  named 
shall  not  be  struck  or  issued  by  the  Mint  of  the  United  States. 

Sec.  2.  That  as  fast  as  the  said  coins  shall  be  paid  into  the  Treasury'  of 
the  United  States  they  shall  be  withdrawn  from  circulation  and  be  recoined 
into  other  denominations  of  coins. 

Sec.  3.  That  all  laws  and  parts  of  laws  in  conflict  with  this  act  are  hereby 
repealed. 


ACT  OF  MARCH  8,  1891  — An  act  making  appropriations  for  sundry  civil 
expenses  of  the  Government  for  the  fiscal  year  ending  Jtme  30,  189a,  and 
for  other  purposes. 

[fl6  Statutes  at  Lar^e,  p.  948.] 

♦  ♦  ♦  For  recoinage  of  the  uncurrent  fractional  silver  coins  abraded 
below  the  limit  of  tolerance  in  the  Treasures  to  be  expended  under  the  direc- 
tion of  the  Secretary  of  the  Treasury,  $  1 50,000 :  Provided,  That  the  Secre- 
tary of  the  Treasury  shall,  as  soon  as  practicable,  coin  into  standard  silver 
dollars  the  trade-dollar  bullion  and  trade  dollars  now  in  the  Treasury,  the 
expense  thereof  to  be  charged  to  the  silver  profit  fund.  *  ♦  * 
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ACT  OF  NOVEMBEH  1,  1898  —  An  act  to  repeal  a  part  of  an  act  approred  July 
i4thy  1890,  entitled  ''An  Act  directing  the  purchaae  of  silyer  bullion  and  the 
issne  of  Treasury  notes  thereon,  and  for  other  purposes." 

[a8  Statutes  at  Large,  p.  4.J 

Be  it  enacted,  etc.  That  so  much  of  the  act  approved  July  14th,  1890, 
entitled  "an  act  directing  the  purchase  of  silver  bullion  and  issue  of  Treas- 
ury notes  thereon,  and  for  other  purposes,*'  as  directs  the  Secretary  of  the 
Treasury  to  purchase  from  time  to  time  silver  bullion  to  the  aggregate 
amount  of  4,500,000  ounces,  or  so  much  thereof  as  may  be  ofifered  in  each 
month  at  the  market  price  thereof,  not  exceeding  one  dollar  for  three  hun- 
dred and  seventy-one  and  twenty-five  one-hundredths  grains  of  pure  silver, 
and  to  issue  in  payment  for  such  purchases  Treasury  notes  of  the  United 
States,  be,  and  the  same  is  hereby  repealed.  And  it  is  hereby  declared  to  be 
the  policy  of  the  United  States  to  continue  the  use  of  both  gold  and  silver  as 
standard  money,  and  to  coin  both  gold  and  silver  into  money  of  equal  intrinsic 
and  exchangeable  value,  such  equality  to  be  secured  through  international 
agreement,  or  by  such  safeguards  of  legislation  as  will  insure  the  maintenance 
of  the  parity  in  value  of  the  coins  of  the  two  metals,  and  the  equal  power  of 
every  dollar  at  all  times  in  the  markets  and  in  the  payment  of  debts.  And  it 
is  hereby  further  declared  that  the  efforts  of  the  Government  should  be  steadily 
directed  to  the  establishment  of  such  a  safe  system  of  bimetallism  as  will 
maintain  at  all  times  the  equal  power  of  every  dollar  coined  or  issued  by  the 
United  States,  in  the  markets  and  in  the  payment  of  debts. 
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No.  I. — TREASURY  STATEMENT  OF  MONEY  IN  CIRCULATION  JANUARY   I,  1898. 


General  Stock, 
Coined  or  Issued 

In  Treasuiy 

Amount  in  Circula- 
tion 
January  x,  1898 

Gold  Coin 

$699,478,536 

455,818,122 

76,400,207 

38,128,149 
387,925,504 
106,348,280 
346,681,016 

44,555,000 
229,014,641 

$151,910,176 

394,327,049 

10,679,899 

1,570,460 

11,229,912 

2,904.344 
84,200,089 

1,240,000 

5,186,886 

^547.568,360 

61,491,073 

65,720,308 

36,557,689 

376,695.592 

103,443,936 

262,480,927 

43,315,000 

223,827,755 

Standard  Silver  Dollars . . 

Subsidiary  Silver 

Gold  Certificates 

Silver  Certificates 

Treasury  Notes  of  1890. . 

United  States  Notes 

Currency  Certificates  .... 
National  Bank  Notes 

Totals 

2,384,349,455 

663,248,815 

1,721,100,640 

Gold  Bullion  in  Treasury 

$  45,559,060 
102,284,736 

Silver  Bullion  in  Treasury 

(cost) 

\             /  •••• •• 

Population  of  the  United  States  January  i,  1898,  estimated  at  73,7?5,ooo  :  circulation 
per  capita    $33.34. 


No.   a. — PAPER   CURRENCY   OF     EACH   DENOMINATION   OUTSTANDING   DECEMBER 

31,    1897. 


Denomination 

United  States 
Notes 

Treasury 
Notes  of  1890 

National 
Bank  Notes 

Gold 
Certificates 

Silver 
Certiiicates 

Total 

$           1.00.. 

$  2,754,763 

2.447,878 

62,582,267 

82,835,501 

67,971.032 

14,208,375 
24,051,200 
15,690,000 
75,115,000 
15,000 
10,000 

$15,346,889 
10,204,776 

32,267,755 
31,650,930 
10,255,480 

285,350 
2,382,100 

$      350,536 

169,032 

72,827,610 

70,747,130 

52,566,400 

10,679,450 

21,504,100 

1X2,000 

28,000 

^31,538,550 

19,271,678 

106,211,195 

119,233,366 

71,162,410 

14,361,435 

25.821,370 

157,500 

168,000 

$    49,990,738 

32,093,364 
273,888,827 

304,466,927 

206,750,816 

42,257,265 

77,470,770 
19,408,000 
84,900,500 
5,490,000 
12,350,000 

30,382 

2.00.  . 

5.00.. 
10.00.  . 

20.00.  . 

50.00 .  . 
100.00.. 
500.00 .  . 

$  4,795,494 
2,722,655 

3,712,000 

3,448,500 

5,634,500 

5,475.000 

12,340,000 

1 ,000.00. .  . 
^,000.00. .  . 

3,955,000 

10.000.00.. . 

Fractional 
parts .... 

30,382 

Total .... 
Unknown, 
destroyed 

347,681,016 
1,000,000 

106,348,280 

229,014,640 

38,128,149 

387,925,504 

1,109.097,589 
1,000,000 

Net 

346,681,016 

106,348,280 

229,014,640 

38,128,149 

387,925.504 

1,108,097,589 
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3- — ESIlMATtrt    AMOL'XT    OF   MOVET    IS    ACTCAL    CIBCTI-ATIOJS*  IX   THi:   CXITED 
STATES  AT   THE  CLOSE   OF   EACH    FIsCAL   TEAS    FEOM    I86O   TO    1 897  IXCl.r5nrE.§ 


¥11l.» 


S60 

^2 
*63 

S65 
866 
867 
868 
S69 
870 
871 
872 
873 
874 

875 
876 

877 
878 

879 
880 
881 
882 
883 
884 
885 
886 

887 

888 

889 
890 
891 
892 

893 

894 

895 
896 

897 


Gold 


Gold 


^228,304,77  5^ 

246,400,000't' 

25^)00,000'^ 

25,000/>0O'^ 

25,000/xx)'*' 
25,000,000^ 

25,000,000^ 

25,ooo,ooot 
1  25^ooo,ooot 

!  25,ooo,ooot 
25,ooo,ooot 

I  25,ooo,ooot 
25,ooo/)oot 

!   25,000,OOOt 

25,ooo,ooot 
25,ooo,ooot 
25,ooo,ooot 
25,ooo/>oot 

25,OOO^OOOt 

"o»5o5»362 

225.695.779 
315,312.877 

358.251,325 

344.653.495 
340^24^03 

341.668,411 

358,219,575 
376,540.681 
391,114.033 

376,481.568 
374*258,923 
407.319.163 
408.568,824 
408.535.663 
495.976,730 
479,637,961 
454,905,064 
517.589.688 


I 


$  15,279,820 
7.963.900 
5.759.520 

5,029,020 

59,807.370 

71,146,640 

126,729,730 

76,044,375 

91,225,437 

121.094.650 

117,130,229 

130.830,859 

120,063.069 

141,093,619 
92,642,189 

66,339,849 
48,381,309 
42,198.119 

37.285.339 


$  1,209,251 
8,036,439 

20.110,557 

29.342,412 
32,403,820 

35.65 1 .4  50 
40,690,200 

39,086,969 
52,668,623 
55.548.721 
55.527.396 

54.457.299 
56,278,749 
58,826,179 
56,817,462 
56,929,673 
52.564,662 
51,986,043 
52,116,904 
51,940,281 


I        7.080 

414,480 

5.789,560 

39,110,729 

54,506,090 

72,620,686 

96,427,011 

101,530,946 

88,116,225 
142,118,017 

200,759,657 

257.155.565 
297,556,238 
307.235.966 
326.693,465 
326,823,848 

326,990,736 
319.622,941 

330,657,191 
357.849.312 


$21,055,128 

37384.853 

53,918,322 
i  61,346.584 

;    48,511,788 

46,839,364 

46,379,949 

46,474*299 
45,660,808 

43,702,921 

46,173,990 
48,583,865 
50,362,314 
51,477.164 
54,032,587 
58,219,220 
63.293,704 

65,469,866 

58,510,957 
60,350,014 

60,204,451 

59,616,409 


$  72,865,665 

312,481,418 
415.115,990 
378,916,742 

327.792,305 
319^37.702 

328,571.665 
314,702,0^4 
324,962,638 
343.068.970 
346,168,080 

348»464,i45 

371,421,452 

349.686,335 
331.447,378 
337.899.344 

320,905,895 
301,644,112 

327-895^457 
328,126,924 

325.255.427 
323,242,177 

318,687.214 

331,218.637 

323,812,699 
326,667,219 

308,000,040 

316,439,191 

334,688,977 
343.207,360 

339v399,904 

330,774.426 

I  325,524.602 

319,093,985 

256,139,868 

306,914,622 


*  Not  Imdudiog  money  in  the  treasury. 

t  Includes  all  specie  estimated  10  be  in  drcnlatlon— silver  as  well  as  gold. 

I  Induding  notes  represented  in  circalatioa  by  cuncncy  certificates. 

("  These  ubies  have  been  compiled  from  the  leoords  ol  the  department  which  were  made  on  or  about 
the  dates  specified.  Hiey  include  eveiything  properly  belonging  in  a  statement  relatire  to  caroilation, 
except  minor  coins,  whidi  are  not  stated,  because  it  is  difficult  10  estimate  accurately  the  amooat  in  use. 
The  figures  agree  with  the  reports  published  from  year  |to  year,  and  an  estimate  has  been  added  of  the 
amount  of  specie  in  circulation  on  the  Pacific  coast  during  the  period  of  snqyension  of  specie  payments 
(1869  tt>  1878  inclusive).  It  will  be  observed  that  no  attempt  has  been  made  in  the  table  for  1869  to  estiniate 
the  quantity  of  the  nondescript  cturency  of  postage  stamps,  tickets,  due  bills,  etc,  which  served  as  small 
change  during  the  period  subsequent  10  the  disappearance  of  subsidiary  silver  and  prior  to  the  issue  of  the 
postal  currency  and  fractional  currency  auithorized  by  the  acts  oi  July  17, 1862,  and  March  3. 1863.  Also 
that  the  one  and  two-year  notes  of  1863  and  oompoond- interest  notes  supposed  by  many  persons  to  have 
been  in  circulation  are  not  included  in  any  of  the  tables.  The  small  quantities  of  tibese  classes  of  interest- 
bearing  obligations  which  were  in  circulation  as  money  for  a  few  months  when  fir!:t  issued  had  been 
absorbed  as  investment  securities  and  withdrawn  from  circulation  before  July  i,  1865,  which  is  the  date 
commonly  selected  for  comparison  with  the  present  time  as  to  money  in  circulation.  The  seven-thirty 
notes  are  also  CKcluded  from  the  table.    They  were  not  used  as  money,  nor  paid  out  as  such  by  the  tieas- 
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No.   3.  —  ESTIMATED   AMOUNT   OF   MONEY  IN    ACTUAL   CIRCULATION  IN    THE  UNITED 
STATES   AT  THE   CLOSE   OF  EACH    FISCAL  YEAR    FROM    186O  TO    I897  INCLUSIVE 

— Continued, 

(Finance  Report  1897,  pp.  cxxxi-cxxxviii.) 


Demand 
notes 


*53»040,000 

3,351,020 


Treasury  Notes 
of  1890 


40,348,704 

98.258,692 

140.855,614 

134,681,429 

115.943,169 
95,045,247 

83,469.517 


National   bank 
notes 


$  31.235,270 
146.137,860 
276,012,713 
286,763,961 

294,368,873 
291,749,684 

288,648,081 

311,405,672 

329,037,005 

338,962,475 

340,265,544 
340,546.545 
316,120,702 
301,289,025 
311,724.361 
321,404,996 

337,415,178 
349,746,293 
352,464,788 
347,856,219 
330.689,893 
308,631,001 
307,665,038 
276,855,203 
245.312,780 
207,220,633 

181,604,937 
162,221,046 
167,221,517 
174,669,966 

200,219.743 
206,953,051 
215,168,122 

225,544.351 


State  bank 
notes 


$207,102,477 
202,005,767 
183,792,079 
238,677,218 

179,157.717 

142,919,638 

19,996,163 

4,484,112 

3,163,771 

2,558,874 
2,222.793 

1,968,058 

1,700,935 
1,379,184 
1,162,453 

964,497 
1,047.335 


Fractional 
currency 


115,884,382 
19,132,501 

21,728,755 
24,687,063 
26,306,294 

28,999.352 
30,442,239 
34,379.282 
34,446,305 
36,402,929 
38,076,005 
38,233.582 
37,904.570 
32,938,845 
20,241,661 
16,367,725 


Total 
circulation 


$  435,407,252 
448,405,767 
334,697,744 
595.394,038 
669,641,478 
714,702,995 
673.488,244 
661,992,069 
680,103,661 
664,452,891 
675,212,794 
715,889,005 

738,309,549 
751,881,809 
776.083,031 

754,101,947 
727,609,388 

722,314,883 

729,132,634 

818,631,793 

973,382,228 

1,114,238,119 

1,174,290,419 

1,230,305,696 

1,243,925,969 

1,292,568,615 

1,252,700,525 

1.317.539,143 
1,372,170,870 
1,380,361,649 
1,429,251,270 
1,497,440,707 

1,601.347,187 
1,596,701,245 
1,660,808,708 
1,601,968,473 
1,506,434,966 
1,640,209,519 


Per 
capita 


3.85 
3.98 
0.23 

7.84 
9.67 

20.57 
8.99 
8.28 

8.39 
7.60 

7.50 
8.10 
8.19 
8.04 
8.13 
7.16 
6.12 
5.58 
5-32 

6.75 

9.41 

21.71 

22.37 
22.91 

22.65 
23.02 
21.82 
22.4  s 
22.88 
22.52 
22.82 

23.41 
24.44 

23.85 
24.28 
22.93 
21.10 
22.49 


July 

zst 


i860 
I86I 
1862 
1863 
1864 
1865 
1866 

1867 
1868 
1869 
1870 
I87I 
1872 

1873 
1874 

1875 

1876 

1877 
1878 

1879 

1880 
I88I 
1882 

1883 

1884 

1885 
1886 
1887 
1888 
1889 

1890 

I89I 

1892 

1893 

1894 

1895 

1896 

1897 


ury,  but  were  negotiated  as  a  loan  and  issued  by  the  government  to  investors  in  exchange  for  legal  tender 
notes,  being  sold  at  par  and  accrued  interest  like  any  other  loan.  A  small  amount  of  these,  however— less 
than  ten  millions— was  issued  to  soldiers  in  the  field,  but  the  notes  were  taken  only  by  the  soldiers  who 
desired  to  save,  and  were,  therefore,  not  placed  in  circulation.  The  total  amount  of  seven -thirty  notes 
negotiated  in  1864  and  1865  was  $899,993,500,  of  which  $44,509,900  were  of  the  denomination  of  $50, 
$137,634,600  of  $100,  and  the  remainder  $647,848,000  were  $5oos,  $iooos,  and  $5000$.  The  receipt  of 
legal  tender  notes  by  the  department  in  exchange  for  seven -thirty  notes  did  not  cause  a  contraction  of  the 
currency,  because  the  legal  tenders  so  received  were  immediately  paid  out  by  the  government  in  settlement 
of  demand  liabilities  then  pressing. 

'*  The  one  and  two-year  notes  and  compound*  interest  notes  were  sufficiently  unlike  the  legal  tenders 
to  attract  notice  and  cause  an  examination  of  their  terms.  In  this  way  their  interest*bearing  quality  was 
speedily  discovered,  and  they  were  very  soon  retired.  The  seven -thirties  were  imlike  the  legal  tenders, 
except  in  color,  being  much  larger  and  having  coupons  attached. 

**  There  are  two  facts  which  prove  conclusively  that  thew  obligations  were  not  In  active  circulation  : 
one  is  that  they  were  all  redeemed  within  three  years  without  creating  monetary  disturbance;  the  other  i 
that  nearly  allot  them  came  back  into  the  treasury  as  clean  and  unworn  as  on  the  day  of  their  issue — a 
condition  which  they  would  have  not  presented  had  they  been  in  active  circulation.*'— 5'#cr#/ary  0f  tkf 
Trffttur^,  1891. 
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REPORT  OF  THE  MONETARY  COMMISSION 


Ho.  6.  APPORTIONMENT  OF  MONET  IN  THE  TREASURY  ON  JANUARY  I,  1898, 
BETWEEN  THE  FISCAL  DEPARTMENT  OF  THE  TREASURY  AND  THE  PROPOSED 
DIVISION  OF  ISSUE  AND   REDEMPTION. 


TREASURY,    FISCAL  DEPARTMENT. 


Gold  coin, 
Gold  certificates,    • 
Silver  dollars,    • 
Silver  certificates,  - 
Silver  bullion,    - 
Subsidiary  silver,  - 
Minor  coin. 
United  States  notes. 
Currency  certificates. 
Treasury  notes  of  1890, 
Bonds    and    interest 

paid,  and  fractional 

currency, 
Deposits  in  National 

banks,   - 


-  $20,243,659 
1,570,460 

-  M56,997 
11,229,912 

881,004 

9.679.899 
1,086,589 

7.358.943 
1,240,000 

2,904.344 


29.453 
49,182,717 


Total, 
Less    outstanding 
checks  and   drafts, 
disbursing    officers* 
balances,  etc., 

Available    cash    bal- 
ance, • 


$106,865,977 


40,723,584 


$66,140,393 


DIVISION  OF  ISSUE  AND  REDEMPTION. 

Gold  coin  and  bullion : 

Held  against  gold  certifi- 
cates,       -         -         .        $     38,128.149 

5  per  cent,  of  $455,818,122 
(silver  dollars),        -         -         22,790,906 

25  per  cent,  of  $346,68 1 ,0 1 6 
(U.  S.  notes),  and  $106,- 
348,280  (treasury  notes),         1 1 3.257.324 


Total  gold. 


$  174.176,379 


Silver  dollars  held  against  cer- 
tificates, ...      $  387,925.504 

Silver  dollars  held  against 
treasury  notes,   ...  4,944,548 

Silver  bullion  (cost,  $101,403,- 

732.25),-        -        -        -  68,000,000 

Subsidiary  silver  and   minor 

coin,*  -         -         .         -  1,000,000 


Total  silver  and  minor  coin,  $  461,870,052 


United     States    notes      held 

against  currency  certificates,  $    44,555,000 


Grand  Total, 


$  680,601,431 


NATIONAL  BANK  NCnm  KKDBMPnON   FUND. 

National  bank  notes,        -        $      5,186,886 
Gold  coin,     -        -        -        -  3,049,197 


Total,- 


$      8,236,083 


NATIONAL  BANK  NOTE  RETIRBMKNT  FUND. 

United  States  notes,*      •         -  $     32,286,146 


'  There  being  no  definite  provision  in  the  plan  as  to  the  precise  amount  of  sub- 
sidiary and  minor  coins  which  should  be  transferred  to  this  division,  this  amount  is 
suggested  as  typical  of  the  necessary  transfer. 

•  United  States  notes  arc  used  here  merely  as  indicative  of  "  lawful  money,"  though 
any  other  forms  of  lawful  money  might  be  used  in  making  the  transfer. 
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No,   7. —  PRODUCT   OF   GOLD  AND   SILVER   IN   THE   UNITED   STATES,    I792-1896. 

[Estimate  for  x7oa-x87a  by  R.  W.  Raymond,  commissioner;  since  1873  by  the  Bureau  of  the  Mint.] 
[Report  Director  Mint  1897,  p.  51 ;  Statistical  Abstract,  1896,  p.  4X.I 


Calendar  year 


792-July  31.1834... 

834,  July  31-1844... 

845 

846 

847 

848 

849 

850 

851 

852 

853 

854 

855 

856 

857 

858 

859 

860 

861  • 

862 

863 

864 

865 

866 

867 

868 

869 

870 

871 

872 

873 

874 

875 

876 

877 

878 

879 

880 

881 

882 

883 

884 

885 

886 

887 

888.  : 

889 

890 

891 

892 

893 

894 

895 

896 


Total 


Gold 


Fine  ounces 


677,250 
362,812 

48,778 

55,1X6 

43,009 

483,750 

i»935.ooo 

2,418,750 

2,660,625 

2,902,500 

3,M4»375 
2,902,500 
2,660,625 
2,660,625 
2,660,625 
2,418,750 
2,418,750 
2,225.250 
2,080,125 
1,896,300 
1,935,000 
2,230,088 

2.574.759 
2,588,063 

2,502,197 
2,322,000 

2,394.563 

2.4 '8,750 

2,104,313 

.741.500 

,741.500 

,620,563 

,615.725 
,930,162 

2,268,788 

2,476,800 

,881,787 

.741,500 

,678,612 

.572,187 
,451.250 
,489,950 

.538,325 
,693.125 

.596,375 
,604,841 

,587,000 

,588,880 

,604,840 

.596,375 
.739.323 
,910,813 

2,254,760 
2,568,132 


102,218,361 


Value 


%  14,000,000 
7,500,000 
1,008,327 

1.139,357 

889,085 

10,000,000 

40,000,000 
50,000,000 
55,000,000 
60,000,000 
65,000,000 
60,000,000 
55,000,000 
55,000,000 
55,000,000 
50,000,000 
50,000,000 
46,000,000 
43,000,000 
39,200,000 
40,000,000 
46,100,000 
53,225,000 
53.500,000 
51,725,000 
48,000,000 
49,500,000 
50,000,000 
43.500,000 
36,000,000 
36,000,000 
33.500,000 
33,400,000 
39,900,000 
46,900,000 
51,200,000 
38,900,000 
36,000,000 
34.700,000 
32,500,000 
30,000,000 
30,800,000 
31,800,000 
35,000,000 
33,000,000 
33.175.000 
32,800,000 
32,845,000 
33.175,000 
33,000,000 
35.955.000 
39,500,000 
46,610,000 
53,088,000 


Silver 


$2,113,034,769 


*  At  the  average  market  price  for  the  year 


Fine  ounces 


Insignificant 

193,363 
38,672 
38,672 

38,67a 
38,672 
38,672 
38,672 
38,672 
38,672 
38,672 
38,672 
38,672 
38,672 
38,672 
386,725 

77,345 
116,015 

1,546,875 
3,480,469 

6,574,219 

8,507,812 

8,701,171 

7,734,375 
10,441,406 

9,281,250 

9,281,250 

12,375,000 

17,789.062 

22,236,328 

27,650,000 

28,849,000 

24,518,000 

30,009,000 

30,783,000 

34,960,000 

31,550.000 

30,320,000 

33,260,000 

36,200,000 

35.730,000 

37,800,000 

39,910,000 

39,440,000 

41,260,000 

45,780,000 

50,000,000 

54,500,000 

58,330,000 

63,500,000 

60,000,000 

49,500,000 

55,727,000 

58,835,000 

1,117,636,401 


Commercial 
value  < 


Insignificant 

%  253,000 

50,196 

50,274 

50,583 
50,428 

50,622 

50,892 

51.704 

51.279 

52,130 

52,130 

51.975 

51.975 

52,323 

519,752 

105,188 

157,000 

2,062,000 

4,685,000 

8,842,000 

11,443.000 

11,642,000 

10,356,000 

13,866,000 

12,307,000 

12,298,000 

16,734,000 

23.578,000 

29.396,000 

35.890,000 

36,869,000 

30.549,000 

34,690,000 

36,970,000 

40,270,000 

35,430,000 

34,720,000 

37,850,000 

41,120,000 

39,660,000 

42,070,000 

42,500,000 

39,230,000 

40,410,000 

43,020,000 

46,750,000 

57,225,000 

57,630,000 

55,563.000 

46,800,000 

31,422,000 

36,445,000 

39,655.000 


$1,041,648,451 
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Ho.  9. —  PRODUCTION  OP  GOLD  AND  SILVER   IN  THE  WORLD,  I493-1896. 

[The  aggregate  prodiictioD  of  1493  to  1879  is  obtained  from  estimatea  by  Dr.  Adolph  Soetbeer.     Since 

1873  the  estimates  arc  those  of  the  Bureau  of  the  Mint.] 


Calendar  year 

Gold 

Silver 

Fine  ounces 

Value 

Fine  ounces 

Commercial 
value 

I493-1872 

289,542,354 

$5,985,373,000 

5,623,751,944 

$  8,082,417,000 

1873 

4,653.675 
4,390,031 

4.716,563 
5,016,488 
5.512,196 

5.761,114 
5,262,174 

5,148,880 
4.983.742 
4.934.086 
4.614.588 
4,921.169 
5.245.572 

5,135.679 
5,116,861 

5,330,775 
5.973.790 
5,749.306 
6,320,194 
7,094,266 
7,618,811 
8,764,362 

9,641.337 
9,817,991 

96,200,000 
90,750,000 
97,500,000 
103,700,000 
113,947,200 
119,092,800 
108,778,800 
106,436,800 
103,023,100 
101,996,600 
95,392,000 
101,729,600 
108,435,600 
106,163,900 
105,774,900 
110,196,900 
123,489,200 
118,848,700 
130,650,000 
146,651,500 
157,494,800 
181,175,600 
199,304,100 
202,956,000 

63,267,187 
55,300,781 
62,261,719 

67,753,125 
62,679,916 

73,385,451 

74,383,495 

74,795.273 
79,020,872 

.    86,472,091 
89,175,023 
81,567,801 

91,609,959 

93,297,290 

96,123.586 

108,827,606 

120,213,611 

126,095,062 

137,170,919 
153,151,762 
165,472,621 
164,610,394 

167,288,729 
165,100,887 

82.120.800 

1874 

70,674,400 

77,578,100 

78,322,600 

75,278,600 

84,540,000 

83,532,700 

85,640,600 

89,925,700 

98,232,300 

98,984,300 

90,785,000 

97,518,800 

92,793,500 

94,031,000 

102,185,900 

112,414,100 

131.937,000 

135.500,200 

133,404.400 

120,119,900 

104,493,000 

109,406,800 

111,278,000 

187^ 

1876 

1877 

»w/ /.    ....    •••« 
1878 

•  "/  **••• 

1879 

1880 

I88I 

1882 

188-1 

■""j 

1884 

"  "'^t  ••• 

1885 

1886 

1887 

1888 

1889 

1800 

a  vy\^  .....    .... 

I8OI 

1892 

~       .....     ••.. 
180-? 

1804 

""^.f  •••••    .... 
1805 

^  J  *    .•••    .... 
1806 

a  v^v  ......... 

Total 

141,723,650 

$2,929,688,100 

2,459.025,160 

$  2,369,697,700 

Grand  Total 

431.266,004 

$8,915,061,100 

8,082,777,104 

$10,452,114,700 

No.  XO. — SILVER   PURCHASES   UNDER   ACTS   OF   FEB.   28,    1878,   AND  JULY    I4,    189O. 

[Annual  Report  Director  of  the  Mint,  1897,  pp.  15, 16.] 


Fiscal  Year 

Fine  Ounces 

Cost 

Average  Price 

per 

Fine  Ounce 

Bullion  Value 

of  a 
Silver  Dollar 

1878 

10,809,350.58 
19,248,086.09 
22,057,862.64 
19.709,227.11 
21,190,200.87 
22,889,241.24 
21,922,951.52 
21,791,17161 
22,690,652.94 
26,490,008.04 
25,386,125.32 
26,468,861.03 
27,820,900.05 
2,797,379.52 

$13,023,268.96 

21,593.642.99 
25.235.081.53 
22,327,874.75 
24,054,480.47 
25.577.327.58 

24.378.383.91 
23,747,460.25 

23.448,960.01 

25,988,620.46 

24.237,553-20 

24.717,853.81 

26,899,326.33 
3,049.426.46 

$1.2048 
I.1218 
1.1440 
1.1328 

I.I351 
I.II74 

I.II20 

1.0897 

1.0334 
.9810 

.9547 

.9338 

.9668 

1.0901 

$0.9318 

1879 

.8676 

1880 

.8848 

1881 

.8761 

1882 

.8779 

188^ 

.8642 

1884 

.8600 

^     ^  ............ 

1885 

.8428 

•  V.V#J   ............ 

1886 

1887 

.7992 
.7587 

1888 

.7^84 

1889 

.7222 

^7 ..».    ....    .■•• 

i8qo 

.7477 

M  Vy  W    .•«•       ....       .... 

1891 

.8431 

i'..''       ....       .... 

***.... 

291,272,018.56 

$308,279,260.71 

$1.0583 

$0.8185 

1801 

48,393,113.05 
54.355,748.10 
54,008,162.60 
11,917.658.78 

150.577.498.44 
51,106,607.96 

45,531,374.53 
8,715,521.32 

$1.0451 
.9402 
.8430 
.7313 

$0.8083 

1802 

.7271 

■  W>f  «i  ............ 

1801 

.6520 

1894 

.5656 

*'T^  .••••••••••• 

ttt.-.. 

168,674,682.53 

$155,931,002.25 

$0.9244 

$0.7150 

Grand  total .... 

459,946,701.09 

$464,210,262.96 

$1.0093 

$0.7806 

***  Silver  purchased  under  act  of  Feb.  oS,  1878.       ttt  Silver  purchased  under  act  of  July  14, 1890. 

555 


556 


REPORT  OF  THE  MONETARY  COMMISSION 


No.  II. — RATIOS   AND    PRICE   OF   SILVER,  BULLION  VALUE   OF   SILVER   DOLLAR,   ETC 

I833-I897. 


Calendar  year 


1833 

1834 

1835 
X836 

1837 
1838 

1839 
1840 

184I 

1842 

1843 
1844 

1845 
1846 

1847 
1848 
1849 
1850 
1851 
1852 

1853 
1854 

1855 
1856 

1857 
1858 

1859 
i860 
186I 
1862 

1863 
1864 
1865 
1866 
1867 
1868 
1869 
1870 

187I 
1872 

1873 
1874 

1875 
1876 

1877 
1878 

1879 
1880 
1881 


London  quotations 


Lowest 


58i^ 
59  f 
59  i 
59 1 
59 
591 
60 

60 1 

59  f 
59  i 
59 
59  i 

58  i 
59 
581 
581 

59  i 

59* 
60 

59  J 
60 1 

60  i 
60 
6oi 
61 
60} 

61  i 
61  i 
60  i 
61 
61 
60 1 
60  i 
60  i 
60  i 
60  J 
60 
60  i 
60A 
59 1 
57  f 
57  i 

55  i 
46} 

53  i 

49  i 
48  J 

5if 

50  J 


Highest 


59j^ 

60  2 
60 
60 1 
60 1 

6of 

60 1 
60  ( 
60 1 
60 

59  I 
59  I 

59  J 

60  i 

6oJ 

60 

60 

61  i 
61  f 

61  i 

61  J 

61 1 

62  i 

62  t 

61  J 

62} 

62  I 

61  I 

62  J 

61  i 

62  i 

61  J 

62  i 
61  J 

61  i 
61 

60} 

61 

61  i 
59« 
59  i 
57  f 
58* 
58* 
55  i 
53  i 
52* 
52* 


Average 


59  iV'' 

S9H 

59H 
60 

S9iV 

59  i 

6ot 

60 1 

60A 

59iV 

59iV 

59  i 

59  i 

59iV 

59H 

59  i 

59* 

6iA 
61 

60} 

61  i 

61 1 

62,", 

6itt 

61A 
61  f 
61  f 

61, V 
61  i 

60A 

60  i 

60A 
60A 

601V 
59  I 
58A 
56  f 

52} 

54H 
52A 

52* 

5IH 


Value  of  a 

Average 
annual 

fine  ounce 

ratio  of 

at  average 

silver  to 

quotation 

gold 

I1.297 

15.93 

I.313 

15.73 

1.308 

15.80 

I.315 

15.72 

1.305 

15.83 

1.304 

15.85 

1.323 

15.62 

1.323 

15.62 

I.316 

15.70 

1.303 

15.87 

1.297 

15.93 

1-304 

15.85 

1.298 

15.92 

1.300 

15.90 

1.308 

15.80 

I.30I 

15.85 

1.309 

15.78 

I.316 

15.70 

X.337 

15.46 

1.326 

15.59 

1.348 

15.33 

1.348 

15.33 

1.344 

15-38 

1.344 

15.38 

1.353 

15.27 

1-344 

15.38 

1.360 

15.19 

1.352 

15.29 

1.333 

15.50 

1.346 

15.35 

1.345 

15.37 

1.345 

15-37 

1.338 

15.44 

1.339 

15.43 

1.328 

15.57 

1.326 

15.59 

1.325  • 

15.60 

1.326 

15.57 

1.328 

15.59 

1.322 

15.63 

1.298 

1592 

1.278 

16.19 

1.246 

16.59 

1. 156 

17.88 

1. 201 

17.22 

I.152 

17.94 

I.J23 

18.40 

1. 145 

18.05 

1.138 

18,16 

Average 

bullion 

value  of 

silver  dollar 


.003 
.015 
.012 
.017 
.010 
.009 
.023 
.0^3 
.017 
.008 
.003 
.009 
.003 
.005 
.012 
.009 
.013 
.017 

.034 
.026 

.043 
.013 

.039 

-039 

.047 

.039 
.052 

.046 
.031 
.042 
.040 
.040 

.035 
.036 
.027 
.026 
.025 
.027 
.026 
.023 
.004 
.998 
.964 
.894 
.929 
.891 

.868 
.886 
.881 


'  Down  to  1880  the  figures  for  silver  prices  are  based  on  Pixley  and  AbelPs  tables, 
since  that  date  on  daily  cablegrams  from  London  to  the  director  of  the  mint. 


No.  II. — Ratios  and  price  of  silver,  bullion  value  of  silver  dollar,  etc. 

1 833- 1 897  — Continued, 


Calendar  year 


1882 
1883 
1884 
1885 
1886 
1887 
1888 
1889 
1890 

189I 
1892 

1893 
1894 

1895 
1896 

1897 


London  quotations 


Lowest 


50     i 
SO 
49  i 
46  J 
42 

43  J 
41 1 
42 
43  f 
43  I 
37  J 
30  I 

27 

27A 
29  f 

23 1 


Highest 


52|^ 

51A 

5lf 

50 

47 

47  i 
44A 
44  I 
54  I 

48  I 

43  i 
38  i 

31* 
31  f 
3iif 
29H 


Average 


Si\%d 

50  f 
SO* 

48A 
45  f 


44 

42} 

41H 

47* 

45tV 

39* 

35A 
28} 

29} 
30* 

27A 


Value  of 
fine  ounce 
at  average 

quotation 


I1.I36 
I.IIO 

1. 113 
1.0645 
.9946 
.97823 

.93974 
.93512 

1.04633 
.98782 

.87106 

.78031 

.63479 
.65406 

.67437 
.60449 


Average 
annual 
ratio  of 

silver  to 
gold 


18.19 
18.64 
18.57 

19.41 
20.78 
21.13 
21.99 
22.10 

19.76 
20.92 

23.72 
26.49 

32.56 
31.60 
30.66 
34.28 


Average 

bullion 

value  of 

silver  dollar 


1.878 

.858 

.861 

.823 

.769 

.756 

.727 

.723 
.809 

.764 

.673 
.603 

.491 

.505 
.522 

.468 


No.  la. — Commercial  ratio  of  silver  to  gold  each  year  since  1687. 

(From  1687  to  1832  the  ratios  are  taken  from  Dr.  A.  Soetbeer;  from  1833  to  1844 

from  Pixley  and  Abell's  tables. 


Year 


687 

688 

689 

690 

691 

692 

693 

694, 

695 

696 

697 

698 

699 

700 

701 

702 

703 

704 

705 

706 

707 

708 

709 

710 

711 

712 

713 

714 

715 

716 

717 

718 


Ratio 


14,94 

14.94 
15.02 

15.02 

14.98 

14.92 

14.83 

14.87 
15.02 
15.00 
15.20 
15.07 

14.94 
14.81 

15.07 
15.52 

15.17 
15.22 

15.II 
15.27 
15.44 
15.41 

15.31 
15.22 

15.29 

15.31 
15.24 
15.13 
15.11 
15.09 
15.13 
15.11 


Year 


1719-.. 
1720..  . 
172X... 
1722... 

1723... 
1724... 

1725... 

1726... 

1727... 

1728... 

1729... 

1730... 
1731... 

1732... 
1733... 
1734.-- 
1735... 
1736... 

1737.. 
1738... 

1739.- • 
1740.. . 

1741... 
1742.. . 

1743... 
1744... 

1745... 
1746... 

1747... 
1748... 

1749... 
1750... 


Ratio 

Year 

15.09 

1751... 

15.04 

1752... 

15.05 

1753... 

15.17 

1754... 

15.20 

1755..- 

15.11 

1756... 

I5.II 

1757... 

15.15 

1758... 

15.24 

1759..- 

15.II 

1760... 

14.92 

1761... 

14.81 

1762... 

14.94 

1763... 

15.09 

1764... 

15.18 

1765... 

15.39 

1766... 

15.41 

1767... 

15.18 

1768... 

15.02 

1769... 

14.91 

1770... 

14.91 

1771... 

14.94 

1772... 

14.92 

1773... 

14.85 

1774... 

14.85 

1775... 

14.87 

1776... 

14.98 

1777... 

15.13 

1778... 

15-26 

1779... 

15.11 

1780... 

14.80 

1781... 

14.55 

1782... 

Ratio 


14.39 
14.54 

14.54 
14.48 
14.68 

14.94 
14.87 
14.85 
14.15 
14.14 
14.54 
15.27 
14-99 
14-70 

14-83 
I4.80 

14-85 
I4.80 

I4.72 

1 4.62 

I4.66 

'4.52 
I4.62 
I4.62 
I4.72 

M.55 

'4.54 
1 4.68 

I4.80 

14  72 

14.78 

14.42 


Year 


783. . . 
784... 

785. . . 
786... 

787... 

788... 

789... 

790. .  . 
791... 
792.. . 

793... 

794.  • . 

795..- 
796. . . 

797. . . 
798. . . 

799. . . 
800.. . 

801... 
802. . . 
803. . . 
804. . . 
805... 
806.. . 
807... 
808. . . 
809. . . 
810.. . 
811.. . 
812... 
813... 
814.. . 


Ratio 


14.48 
14.70 
14.92 
14.96 
14.92 

14-65 
14-75 
15.04 
15.05 
15.17 
15.00 

15.37 

15.55 

15.65 

15.41 

15.59 

15.74 
15.68 

15.46 
15.26 

15.41 

15.41 

15.79 
15.52 

15.43 
16.08 

15.96 

15.77 

15.53 
I6.li 
16.25 
15.04 


Year 


815.. 
816.. 

817.. 
818.. 
819.. 
820.. 
821.. 
822.. 
823.. 
824.. 
825.. 
826.. 
827.. 
828.. 
829.. 
830.. 
831.. 
832.. 

833.. 
834.. 

835.. 
836.. 

837.. 
858.. 
839.. 
040.. 
841.. 
842.. 
843.. 
844.. 


Ratio 


15.26 
15.28 
15.II 

15.35 

15.33 
15.62 

15.95 
15.80 

15.84 

15.82 

15.70 

15.76 

15.74 
15.78 
15.78 
15.82 

15.72 

15.73 

15.93 

15.73 
15.80 

15.72 
15.83 

15.85 
15.62 

15.62 

15.70 

15.87 

15.93 
15.85 


' 
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Mo.  13. — RATIO  OF  SILVER  TO  GOLD,  MONTHLY,  SINCE  1 844. 


Year 


Ju. 


845 
846 

847 
848 

849 
850 

851 

852 

853 

854 

855 
856 

857 
858 

859 
860 

861 

862 

863 
864 
865 
866 
867 
868 
869 
870 
871 
872 

873 

874 

875 
876 

877 
878 

879 
880 

881 

882 

883 

884 
885 
886 

887 
888 
889 
890 
891 
892 

893 

894 

895 
896 

897 


15.85 
15-90 
15.68 

15.95 
15.97 
15.82 

15.30 
15.52 

15.36 
15.27 

«5.33 
15.40 

15.19 

15-35 
15.24 
15.18 
15-38 
15.35 
15.29 
15-23 
15-33 
15.32 

15.49 
15.62 

15.53 
15-57 
15.57 
15.50 

15.75 
16.05 
16.38 
16.98 

16.35 
17.53 
18.84 
17.96 
18.36 
18.15 
18.76 

18.54 
18.98 

20.20 

20.17 

21.23 

22.17 

21.19 

19.72 

22.05 

24-59 
30.30 
34-53 
30.73 
31.72 


Feb. 


Mch. 


5.92 
5.92 
5.62 

5.90 
5.78 
5.82 

5.32 
5.59 
5.38 
S.29 

5-32 
S.38, 

5.24' 

5.27 

5.27! 

5.19. 

5.41' 

5.32 

5.33, 

5.33' 

5.35, 

5.43 

5.53 

5.59 

5.49 
5.60 

5.58 

5-45 

5.75 
6.05 

6.42 
7.38 
6.54 
7.38 
8.88 
8.05 
8.12 
8.12 
8.60 
8.42 

9.17 
20.22 

20.21 

21.43 
22.12 

21.36 

20.67 

22.71 

24.57 

32.41 

34.33 
30,27 

31.73 


5.95 
5.92 
5.62 

5.93 
5-92 
5.82 

5.33 
5.62 

5.36 
5.26 

5.36 

5.47 

5.27 

5.32 
5.26 
5.18 

5.24 
5.38 
5.33 
5.33 
5.41 
5.47 
5.52 

5.54 
5.57 
5.59 
5-61 

5.51 

5.75 
6.00 

6.51 
7.67 
7.16 
7.30 
9.03 
8.14 

7.99 
8.15 

8.50 
8.51 
9.21 
20.17 
20.78 
21.74 
22.15 
21.40 
20.75 

23.39 
24.84 

34.36 
32.87 
30.09 

32.55 


April 


6.05 

5.95 

5.65 

5.95 

5.75 
5.82 

5.33 
5.68 

5.36 
5.26 

5.52 
5.46 
5-27 
5.36 
5.18 

5.29 
5.44 
5.41 
5.43 
5.54 
5.54 
5.65 
5.46 

5.55 

5.57 
5.61 

5.66 

5.57 
5.78 
6.01 

6.47 

7.55 
7.40 

7.44 
8.97 
8.13 
8.11 
8.07 
8.64 
8.58 
9.10 

20.33 
21.47 

22.09 

22.35 

20.53 
21.22 

23.76 
24.71 
32.24 

31.04 
30.42 
33.28 


May 


16.22 

15.98 

15.98 

15.97 

15.75 
15.82 

15.43 

15.75 

15.41 

15.27 

15.43 

15.43 

15.33 

15.33 
15.12 

15.30 
15.43 
15.40 
15.38 
15.46 

15.54 
15.32 
15.55 
15.59 

15.65 
15.60 

15.66 

15.68 

15.82 

16.06 

X6.61 

17.80 

17.42 

17.62 

18.47 
18.09 

18.22 

18.04 

18.78 

18.55 
19.05 
20.75 

21.63 
22.38 
22.40 
20.17 
21.10 
23.56 

24.75 
32.90 
30.88 

30.33 
33.95 


June 


5.98 

5.98 

5.97 

5.85 
5.82 

5.82 

5.43 
5.73 
5.46 

5.36 
5.33 

5.43 
5.26 

5.33 
5.19 
5.40 
5.57 
5.33 

5.35 
5.40 

5.57 

5.19 

5.59 
5.62 

5.68 

5.60 

5.63 
5.70 
5.88 
6.06 

6.74 
7.24 

759 
7.76 
8.18 

7.97 

8.37 
8.09 

8.71 

8.57 
9.22 

20.04 

21.44 

22.38 

22.40 

19.75 
20.90 

23.23 

27.23 

32.94 
30.98 

30.06 
34.19 


July 


5.95 
5-97 
5.92 

5.85 
5.82 

5.78 
5.52 
5.64 
5.35 
5.36 

5.33 
5.40 

5.29 
5.44 
5.13 
5.44 
5.67 
5.46 

544 
5.41 
5.55 
5.35 
5-59 
5.61 

5.64 
5.45 
5-57 
5.68 

5.90 
6.15 
6.90 
9.59 

7.44 
7.92 

8.18 
7.90 
8.27 
8.20 
8.71 
8.57 

9.17 
21.65 

21.35 
22.37 
22.37 
19.54 
20.50 

23.78 
28.20 
32.62 
31.01 
30.00 

34.47 


Aug. 


5.88 

5.95 
5.73 
5.77 
S.77 
5.73 
5.49 
5.62 

5.30 

5.40 

5.33 

5.35 

5.24 

5.47 
5.21 

536 
5.64 
5.41 
5.46 
5.38 
5.54 

5.57 
5.60 

5.64 
5.64 

5.59 

5.54 
5.68 

5.96 
6.26 
6.76 
8.07 
7.42 

7.97 
8.29 

7.90 
8.29 
8.15 

8.66 

8.59 
9.32 
22.29 
21.07 
22.44 
22.24 
17.26 
20.68 

24.51 
27.91 
31.86 

31.01 

30.54 
37.76 


Sept. 


5.88 

S.95 
5.78 
5.78 
5.80 

5.72 

5.57 
5.62 

5.21 
5-36 
5.29 
5.24 
5.32 
5.51 
5.27 
5.30 
S.57 
5.38 
5.43 
5.33 
5.51 
5.51 
5.63 
5.66 

5.60 
5.62 

5.52 
5.61 
6.00 
6.32 
6.63 
8.21 

7.32 

8.33 
8.29 

8.02 

8.23 
8.17 

8.57 
8.58 

9.72 
21.52 
21.08 

21.87 
22.17 
18.03 
20.94 
24.67 
27.58 

31.73 
30.91 
31.08 
36.61 


Oct. 


Nov. 


15.82 

15.92 
15.92 

15.77 
15.88 

15.65 

15.65 

15.49 
15.40 

15.40 
15.36 
15.21 
15.26 
15.40 
15.21 

15.29 
15.52 
15.33 
15.38 
15.46 

15.44 
15.46 
15.61 

15.64 
15.61 

15.59 
15.60 

15.70 
16.05 

16.33 

16.56, 

17.96 

17.13 

18.71 

18.x  I 

18.11 

18.15 

18.23 

18.51 

18.62 

19.88 

20.86 

21.29 

21.87 

21.90 

18.09 

21.18 

24.26 

28.74 

32.24 

30.42 

31.40 

34.74 


15.80 

15-73 
15.95 
15.83 
15.85 
15.52 
15.62 

15.32 
15.14 
15.36 
15.41 
15.15 
15.29 

15.29 
15.21 

15.32 

15.47 
15.21 

15.35 
15.47 
15.10 

15.47 
15.66 

15.59 
15.59 
15.56 
15.50 

15.85 
16.26 
16.26 
16.61 
17.50 
17.30 
18.65 
17.66 
18.22 
18.16 
18.38 
18.59 

18.84 
19.88 
20.30 

21.53 
21.93 

21.93 
20.12 

21.77 
24.18 

29.35 
32.69 
30.61 

31.47 
35.17 


Dec 


15.92 
15.68 

15.95 

15.85 

15.85 

15.33 
15.52 

15.35 
15.27 
15.32 
15.36 
15.18 
15.26 

15.30 
15.21 

15.35 
15.43 
15.29 
15.35 
15.39 
15-32 

15.49 
15.61 

15.54 
15.59 
15-58 
15.52 

15-79 
16.25 

16.40 

16.74 
16.65 

17  20 
18.87 
17.94 
18.19 
18.18 
18.70 
18.58 
18.98 
19.98 
20.64 
21.20 
21.14 
21.40 
19.50 

21.49 
24.45 
29.44 
33.87 
31.06 

32.07 
35.18 


a  o 
6  > 


15.93 
15.91 

15.82 

15.87 
15.81 

15.72 
15.46 
15.58 
15.33 
15.33 
15.36 
15.34 
15.27 
15.36 
15.21 
15.30 
15.48 
15.36 
15.38 
15.39 
15.43 
15^4 
15.57 
15.61 
15.60 
15.60 

15.58 
15.64 

15.93 
16.16 

16.63 

17.80 

17.19 
17.96 

18.39 
18.06 
18.24 
18.27 
18.65 
18.63 

19-39 
2a  78 

21. II 

21.99 
22.10 

19.77 
20.92 
23.68 
26.70 

32.58 

31.57 
30.67 
34.28 


Computed  to  z88o  by  Dr.  O.  J.  Broch.  See  Report  of  International  Monetary  Confeienoe  of  x88x. 
From  x88i  to  September,  1886.  Appendix  to  Final  Repoft  of  Royal  Gold  and  Silver  Commission,  p.  x6o. 
From  1886  to  z8^  con4>uted  nom  quotations  given  in  rixley  &  AbeII*s  tables.    For  1897,  faora  quotations 


furnished  by  the  Director  of  the  Mmt. 
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Ho.  14. — RATIO  OF  SILVER  TO  GOLD  AND  VALUE  OF  THE   PURE   SILVER  IN   A  SILVER 

DOLLAR  AT  VARIOUS  PRICES  OF  SILVER. 


Price  of 

bilver  per 

fine 

ounce 

Ratio  of 

silver  to 

gold 

Value  of 

pure  silver 

in  a  silver 

dollar 

Price  of 

silver  per 

fine  ounce 

Ratio  of 

silver  to 

gold 

Value  of 

pure  silver 

in  a  silver 

doUar 

Price  of 

silver  per 

fine  ounce 

Ratio  of 

silver  to 

gold 

Value  of 

pure  silver 

in  a  silver 

dollar 

$0.50 

41-34 

$0,387 

$0.77 

26.85 

$0,596 

$1.04 

19.88 

$0,804 

.51 

40-53 

.394 

.78 

26.51 

.603 

1.05 

19.69 

.812 

.52 

39-75 

.402 

.79 

26.17 

.611 

1.06 

19.50 

.820 

.53 

39.00 

.410 

.80 

25.84 

.619 

1.07 

19.32 

.828 

.54 

38.28 

.418 

.81 

25.52 

.626 

1.08 

19.14 

.835 

.55 

37.58 

•425 

.82 

25.21 

.634 

1.09 

18.96 

.843 

.56 

36.91 

.433 

.83 

24.91 

.642 

1. 10 

18.79 

.851 

.57 

36.27 

.441 

.84 

24.61 

.650 

I. II 

18.62 

.865 

.58 

35-64 

.449 

.85 

24.32 

.657 

1.12 

18.46 

.866 

.59 

35-04 

.456 

.86 

24.04 

.665 

1. 13 

18.29 

.874 

.60 

34.45 

.464 

.87 

23-76 

.673 

1. 14 

18.13 

.882 

.61 

33.89 

.472 

.88 

23-49 

.681 

I.I5 

17.97 

.889 

.62 

33.34 

.480 

.89 

23.23 

.688 

1. 16 

17.82 

.897 

.63 

32.81 

.487 

.90 

22.97 

.696 

1.17 

17.67 

.905 

.64 

32.30 

.495 

.91 

22.72 

.704 

1. 18 

17.52 

.913 

.65 

31.80 

.503 

.92 

22.47 

.712 

1. 19 

17.37 

.920 

.66 

31.32 

.510 

.93 

22.23 

.719 

1.20 

17.23 

.928 

.67 

30.85 

.518 

.94 

21.99 

.727 

I.2I 

17.08 

.936 

.68 

30.40 

.526 

.95 

21.76 

.735 

1.22 

16.94 

.944 

.69 

29.96 

.534 

.96 

21.53 

.742 

1.23 

16.80 

.951 

.70 

29.53 

.541 

.97 

21.31 

.750 

1.24 

16.67 

.959 

.71 

29.12 

.549 

.98 

21.09 

.758 

1.25 

16.54 

.967 

.72 

28.71 

.557 

.99 

20.88 

.766 

1.26 

16.41 

.975 

.73 

28.32 

.565 

1. 00 

20.67 

.773 

1.27 

16.28 

.982 

.74 

27.93 

.572 

I.OI 

20.47 

.781 

1.28 

16.15 

.990 

.75 

27.56 

.580 

1.02 

20.27 

.789 

1.29 

16.02 

.998 

.76 

27.20 

.588 

1.03 

20.07 

.797 

*1.2929 

15.988 

1. 00 

No.  15. —  VALUE  OF  AN   OUNCE   OF   FINE   SILVER   AT   VARIOUS   RATIOS. 


. 

Value  of  an 

Value  of  an 

i 

Value  of  an 

Ratio 

ounce  of  fine 

Ratio 

ounce  of  fine 

Ratio 

ounce  of  fine 

silver 

silver 

1 

silver 

I  to  15 

$1.3780 

I  to  23i 

$0.8796 

I  to  32I 

$0.6360 

I  to  154 

1.3336 

I  to  24 

.8613 

I  to  33 

.6264 

I  to  15.988* 

1.2929 

I  to  24I 

.8437 

I  to  33i 

.6171 

I  to  16 

I.2919 

I  to  25 

.8268 

I  to  34 

.6080 

I  to  16} 

1.2527 

I  to  25} 

.8106 

I  to  34i 

.5992 

I  to  17 

I.2159 

I  to  26 

.7950 

I  to  35 

.5906 

X  to  17} 

I.1811 

I   to  26} 

.7800 

I  to  35i 

.5823 

I  to  18 

I.I483 

I  to  27 

.7656 

I  to  36 

.5742 

I  to  \%\ 

i."73 

I  to  27} 

.7517 

I  to  36! 

.5663 

1  to  19 

1.0879 

I  to  28 

.7382 

I  to  37 

.5587 

I  to  19} 

1.0600 

I    t0  28| 

.7253 

I  to  37i 

.5512 

I  to  20 

1.0335 

I  to  29 

.7109 

I  to  38 

.5439 

I  to  20} 

1.0083 

1  to  29i 

.7007 

I  to  381 

.5369 

1  to  21 

.9843 

I  to  30 

.6890 

I  to  39 

.5300 

1  to  21} 

.9614 

I  to  30) 

.6777 

I  to  39i 

.5233 

1  to  22 

.9396 

1  to  31 

.6668 

X  to  40 

.5168 

I  to  22} 

.9187 

I   to  31 J 

.6562 

I  to  40| 

.5104 

I  to  23 

.8987 

I  to  32 

.6459 

I  to  41 

.5042 

♦Parity 

at  United  Sute 

s  coinage  ratio. 
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No.  Z6. —  IMPORTS    AXD    EXPORTS    OP    GOLD  AND    SILVER    COIN   AND     BULLION    INTO  AND  FROIM 

THE  UNITED  STATES. 
[  Ftnaaoe  and  Commeroe,  Series  1897-8,  p.  79.] 


Year 

ending 
June 
30 


1864 
1865 
1866 

1867 
1868 
1869 
1870 
1871 
1872 

X873 
1874 
1875 
1876 

1877 
1878 

1879 
1880 
I881 
1882 
1883 
1884 
1885 
1886 
1887 
1888 
1889 
1890 
1891 
1892 

1893 
1894* 

1895* 

1896* 

1897* 


Gold  Coin  and  Bullion 


Imports 


$11,176,769 

6,498,228 

8,196,261 

17,024,866 

8.737.443 
14,132,568 
12,056,950 

6.883,561 

8,717.458 
8,682,447 

19.503.137 
13,696,793 

7.992,709 
26,246,234 
13.330,215 

5,624,948 

80,758,396 
100.031,259 

34,377.054 

'7,734,149 
22,831,317 

26,691,696 

20,743,349 
42,910,601 

43,934,317 
10,284,858 

12,943.342 
18,232,567 

49,699,454 
21,174,381 
72,449,119 
36.384,760 
33,525,065 
85,013,575 


Exports 


$100,661,634 

58,381,033 

71,197,309 
39,026.627 

72,396.344 
36,003.498 
33,635,962 
66,686,208 
49,548,760 
44,856.715 
34,042,420 
66,980.977 
31,177,050 

26.590,374 
9.204.445 

4,587,614 

3,639,025 

2,565,132 
32,587,880 
1 1,600,888 

41,081,957 
8,477,892 

42.952.191 

9,701,187 

18,376.234 

59,952,285 
17,274.491 
86.362,654 

50,195,327 
108,680,844 

76,978,061 

66,468.481 

112,409,947 
40,359,780 


Excess  of 

Imports 

over 

Exports 


%  4,125,760 

1,037,334 
77,119,371 
97,466,127 

1,789,174 
6,133.261 

18,213,804 

33,209,414 
25,558,083 


44,653,795 


Elxcessof 
Exports 

over 
Imports 


189,484,865 
51,882,805 
63.001,048 
22,001.761 
63,658,901 
21,870,930 

21,579,012 

59,802,647 
40,831,302 

36,174,268 

M.539.283 

53,284,184 

23,184,341 

344,140 


18,250,640 
22,208.842 


49,667,427 

4,331.149 
68.130,087 

495,873 
87,506,463 

4,528,942 

30,083,721 

78,884,882 


SiWer  Coin  and  Bullion 


Imports 


I  1,938,843 
3,311,844 

2,503,831 
5,045,609 

5.450,925 

5,675,308 

14,362,229 

14,386,463 

5,026,231 

12,798,490 

8.951,769 
7,203,924 

7,943,972 
14,528.180 
16,491,099 
14,671,052 
12.275.914 
10,544,238 

8.095,336 
10,755.242 

14,594,945 
16,550.627 

17,850.307 
17,260,191 
15,403,669 
18,678,215 

21,032,984 
18,026,880 
19,955,086 

23,193,252 
13,286,552 
20,211,179 
28,777,186 
30,533,227 


Exports 


%  4,734,907 

9.262,193 

14,846,762 

21,841,745 
21,387,758 
21,134,882 

24,519.704 
31.755.780 
30,328,774 
39.751.859 

32,587.985 
25,151.165 

25.329,252 
29,571.863 

24,535,670 
20,409,827 

13,503,894 
16.841,715 

16,829,599 
20,219,445 

26,051,426 

33,753,633 
29,511,219 

26,296,504 

28,037.949 
36,689,248 
34,873,929 
22,590,988 
32,810,559 

40,737,319 
50,451,265 

47,295,286 

60,541,670 

61,946,638 


oi 
Exports 

over 
li 


%  2,796,064 
5*950,349 
12.342,931 
16,796,136 
15,936,833 
15,459,574 
10.157,475 
17,369.317 
25,302,543 
26,953.369 
23,636,216 

17,947,241 

17.385,280 

15,043,683 

8,044.571 

5,738,775 
1,227.980 

6,297,477 

8,734,263 

9.464,203 

11,456,481 

17,203,006 

11,660,912 

9.036.313 
12,634,280 

18,011,033 

13,840,945 
4,564.108 

12,855,473 
17,544,067 

37,164,713 
27,084,107 

31,764,484 

31,413,411 


*  Including  gold  and  silver  in  ore. 


Prior  to  x86a  the  figures  for  domestic  exports  or  imports  of  ^Id  and  silver  cannot  be  given  separately.  Tlw  figures  of 
total  imports  ana  exports  for  the  years  X84S-1863  will  be  found  in  any  recent  Report  on  Cbmmeroe  and  Navigation  or  Sta- 
tistical Abstract.  Ine  Annual  Report  on  Commeroe  and  Navigation  gives  full  details  as  to  oountries  to  and  from  which 
gold  and  silver  are  exported  and  imported. 

Na  17. — COINAGE   OF   GOLD   AND   SILVER   IN    THE   UNITED   STATES   BY   PERIODS. 


Gold 

Silver  Coinage 

Total  Gold  and 
Silver. 

Period 

Silver 
Dollars 

Subsidiary 
Silver 

Total  Silver 

1793-1833,  41  yrs. 
1834-1852,  19  yrs. 

1853-1873,  21  yrs. 
1874-1897,  24  yrs. 

111,825,890.00 

224,962,920.00 

615.325.627.50 

1.063,135,788.00 

$1,439,517  § 
1,113,483 
5.478,238 
455,818,122 

$34,835,560.90 
41.853.29360 
62,769,805.80* 

125,876.805.45^ 

$36,275,077.90 
42.966,776.60 
68,248,043.80 

581,694,927.45 

$48,100,967.90 
267,929,696.60 

683,573,671.30 

1.644,830,715.45 

Total 

$1,915,250,225.50 

463,849.360. 

265,335,465.75 

729,184,825.75 

2.644,435,051.25 

§  Total  coinage  of  silver  dollars,  1793-1805  ;  from  1806  to  1835  no  silver  dollars  were  coined. 
*  Including  91,225,000  trade  dollars.  t  Including  $34,740,924  trade  dollars. 
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KO.  l8. —  COINAGE  OF  THE  MINTS  OF  THE   UNITED  STATES  FROM  THEIR  ORGANIZA 

TION,  1792,  TO  DECEMBER  3I,  1897. 


Denomination 


GOLD 


Double  eagles 

Eagles 

Half  eagles 

Three-dollar  pieces  (coinage  discontinued  under 

act  of  September  26,  1890) 

Quarter  eagles 

Dollars  (coinage  discontinued  under  act  of  Sep 

tember  26, 1890) 


Total  gold 


SILVKR 


Dollars  (coinage  discontinued,  act  of  February 
12,  1873,  and  resumed  under  act  of  February 
28,  1878) 

Trade  dollars 

Half  dollars 

Half  dollars,  Columbian  souvenir 

Quarter  dollars 

Quarter  dollars,  Columbian  souvenir 

Twenty-cent  pieces  (coinage  discontinued,  act 
of  May  2,  1878) 

Dimes 

Half-dimes  (coinage  discontinued,  act  of  Feb- 
ruary 12, 1873) 

Three-cent  pieces  (coinage  discontinued,  act  of 
February  1 2,  1873) 


Total  silver. 


MINOR 


Five-cent  pieces,  nickel 

Three-cent  pieces,  nickel  (coinage  discontinued, 

act  of  September  26,  1890 . ) 

Two-cent  pieces,  bronze  (coinage  discontinued, 

act  of  February  12,  1873) 

One -cent  pieces,  copper  (coinage  discontinued, 

act  of  February  21,  1857) 

One-cent  pieces,  nickel  (coinage  discontinued, 

act  of  April  22,  1864) 

One-cent  pieces,  bronze 

Half-cent  pieces,  copper  (coinage  discontinued, 

act  of  February  21,  1857) 


Total  minor. 


Total  coinage 


Pieces 


67,843*440 
28,105,056 
45,478,617 

539,792 
11,527,627 

19,499.337 


172.993,867 


♦463,849,360 

35,965,924 
271,287,642 

5,002,105 

217,358,816 

40.023 

1.355,000 
304,417,519 

97,604,388 
42,736,240 


1,439,616,017 


311,326,149 

31,378,316 
45,601,000 

156,288,744 

200,772,000 
874,257,085 

7,985,222 


1,626,608,516 


3,239,218,402 


Value 


11,356,868,800.00 
281,050,560.00 
227,393,085.00 

1,619,376.00 
28,819,067.50 

19,499,337.00 


1,915.250.225.50 


463,849,360.00 

35.965,924.00 

135,643,821.00 

2,501,052.50 

54.339,704.00 

10,005.75 

271,000.00 
30,441.651.90 

4,880,219.40 

1,282,087.20 


729,184,825.75 


15.516,307.45 
941,349,48 
912,020.00 

1,562,887.44 

2,007,720.00 
8,742,570.85 

39,926.11 


29,722,781.33 


2,674,157,832.58 


♦Silver-dollar  coinage  under  act  of : 

April  2,  1792 t    8,031,238 

February  28,  1878 $378,166,793 

July  14,  1890 72,572,857 

March  3,  1891 5,078,472 

455,818,122 

Total 463,849,360 
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No.    aO. —  REDEMPTIONS     IN     GOLD     OF    UNITED    STATES     NOTES     AND     TREASURY 
NOTES   AND   EXPORTS  OF  GOLD   BY   FISCAL  YEARS    1879-I897. 

[Finance  Report,  2897,  p.  Z40.J 


Fiscal  year 

United  States 
notes 

Treasttiy  notes 
of  1890 

Total 

EKporttof  gold 

1870 

$7,976,698 

3,780,638 

971,750 

40,000 

75.000 

9,999,000 

6,863.699 

4,«a4.o73 

699,596 

730,143 

73«.386 

5,986,070 

5,35«,«43 

55,3i9.ia5 

68,949,408 

109,783,800 

x53.307.59x 
68.379,933 

$7,976,698 

3,780,638 

971.750 

40,000 

7S.OOO 

590.000 

9,999,000 

6,863,699 

4,««4.073 
699,596 

730,143 
739,386 

5,986/>7o 

9,xa5f843 
109,100,345 

84,849,150 
"7.354,«98 
158,655.956 

78,901,914 

S4,cc7j6x4 

x88o 

3.639/»5 

9.<6<,X39 

i88x 

1889 

39,587,880 
11,600,888 

i88'« 

1884 

4x,o8i,957 
8,477.89a 
4a,95a.X9x 
9.701.187 
18,376,934 
59>95a>a85 
i7,a74,49X 
86,369,654 

SOwi95.3a7 
108.680.844 

z88$ 

x886 

X887 

1888 

1889 

1890 

180Z 

$3,773,600 
46,781,990 

x6,599.74« 
7.570,398 

5.348,365 
9,898,991 

1809 

i8oi 

x8q4 

76,978,061 
66,468.481 

1x9,409,947 
40.357.780 

x8o« 

z89b 

x8o7 

Total 

494.563.143 

89,909,3x6 

584,465,459 

794,949,890 

No.    az. —  REDEMPTIONS     IN     GOLD     OF     UNITED     STATES     NOTES     AND     TREASURY 

NOTES   BY   MONTHS,  JANUARY  1892   TO   DECEMBER    1897. 

[Finance  Report,  1897,  p.  139.] 


United 

Treasury 
notes  01 

United 

Treasury 
notes  01 

Month 

States 

Total 

Month 

States 

Total 

notes 

1890 

notes 

1890 

1899 — ^Jan 

Feb.  .. 

$159,093 

$159,960 

$3ia,oS3 

1895— Jan  . . 
Feb.. 

$43,415,383 

$1,709,455 

$45.xx7,738 

905,830 

970,370 

476.900 

4,784.907 

776.045 

5,560,959 

Mar..... 

476,401 

as6,33o 

73a>73X 

Mar  . 

809,495 

379,590 

z/389,085 

Apr 

May .... 

438,156 

958,570 

696,796 

Apr.. 
May. 

733,535 

984,046 

X:Oi7,57i 

334.893 

987,300 

633,133 

734,747 

43 '.745 

i,x66,493 

June.... 

568,396 

1,854,900 

9,433,536 

,  une  . 
!  uly  . 

644.691 

401,575 

1,046,196 

July 

4,o86/>55 

5,148,650 

9.234,705 
6,X40,874 

^,X39,620 

x6,9z8,8xs 

704,175 

3.836,795 

Aug 

x/>49.4i4 

5^)91,460 

Aug  . 

345.353 

16,564,067 

Sept  .... 

9,964,089 

1,833,7x0 

4,087,799 

Sept.. 

17,119,8x4 

957,670 

X7,377.484 

Oct 

989,665 

316,900 

598,865 

Oct. . . 

1,849,0x8 

317.865 

9,166,883 

Nov 

406,906 

991,940 

698,146 

Nov.. 

15,6x6,190 

4x8,400 

x6,034,590 

Dec 

5.699.755 

4.538.057 

10,337,819 

Dec.. 

i9,787,95X 

434,744 

90,9X9,69< 

16,448,508 

1893— Jan 

Feb 

6,359,xa6 

5.137.491 

11,496,617 

x896«-Jan  . . 
Feb.. 

15,686,094 

769,484 

5,811,999 

8,017,365 

13.898,664 

9x,o8o,55X 

656,395 

91,736,876 
6.856,546 

Mar  .... 

1,641,993 

3,984,530 

4,996,453 

Mar.. 

6,381,396 

475,350 

Apr 

May .... 

",568,555 

7.483,355 

90,051,010 
16,547,849 

Apr.. 
NUy. 

6,754.7x8 

375.900 

7,x30,6i8 

19,076,934 

4,470,915 

3X, 736,600 

3x3,947 

39,039,547 
8,961,347 

.  une.... 
,  uly 

3/>73,io4 

1,177,547 

4,950,651 

.  une  . 

7.963,994 

397,353 

771.935 

264,080 

1,036,0x5 

16,375,406 
11,388,806 

X, 009,673 

17,985,078 

Aug 

X. 189.757 

1,158,465 

9,348,999 

Aug  . 

980,919 

13,569.795 

4,661,446 

13,073,835 

Sept .... 

X4?,59a 

X97.X35 
43a»88o 

340,737 

Sept.. 

3.436,733 

x,334,7X3 

Oct.   ... 

969,5x9 

695,39a 
516,379 

Oct... 

9,906,833 

9,167,003 

Nov. 

999,959 

917, Z20 

Nov.. 

3.137.149 

935,361 

4,069,4x0 

Dec 

a95.5»3 

991,895 

517.418 

Dec.. 

858.444 

373.403 

1.13X.846 

1894— Jm 

Feb 

1x8,841 

237. 51 5 

356,356 

x897-Jan.. 
Feb.. 

594,41a 

35X,656 

946,068 

10,989,694 

8,9x0,730 

19,193,354 

531.355 

409,769 

934.134 

Mar 

9,966,496 

1,194,766 

3,461,193 

Mar.. 

679,383 

569,947 

X, 349.339 

Apr 

M  ay .... 

6,079,049 

ii594to85 

7,666,137 

Apr... 
May. 

6.934.575 

567,433 
837,6j5 
5x8,s8x 

7,509,008 
8,889,600 

aS.xSiMia 

1.409,670 

26,541,083 

8.044.965 
6,594,864 
5/>79,9b8 

June .... 
July  .... 

90,708,49a 
13»367.864 

1,461,401 

39,169,893 

June. 
July.. 

7.XX3M45 

555.51X 

13,933.375 

303,935 

5,375,X43 
3,116,976 

Aug 

4,ao9*8s3 

53X,56o 

4.741,413 

Aug.. 

9,875,606 

■40,670 

Sept  .... 

636,031 

300,487 

936,5x8 
3,047,890 

Sept.. 

9,508,1^ 
3,484,x89 
1,8x9,900 
1,980,396 

144,033 
191,338 

3.743.  X73 

Oct 

a,54a.7i9 

505,17 X 

Oct... 

3,675,530 

Nov 

71085.133 

7x4.614 

7,799,747 

Nov.. 

3»x,i45 

3,134.054 
9,177,616 

Dec 

30,8x9,6afl 

»io87,599 

3X,907,a9x 

Dec.. 

197,990 
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REPORT  OF  THE  MONETARY  COMMISSION 


No.  34. — ABSTRACT  OF   REPORTS  OF  THE   NATIONAL  BANKS  OF  THE  UNITED  STATES 

ON  OCTOBER    5,  1 89 7. 

[Total  Number  of  Banks,  3,610.] 


Resources. 


Loans  and  Discounts 

Overdrafts 

U.  S.  Bonds  to  secure  circulation 

U.  S.  Bonds  to  secure  U.  S.  Deposits 

U.  S.  Bonds  on  hand 

Premiums  on  U.  S.  Bonds 

Stocks,  Securities,  etc 

Banking  House,  Furniture  and  Fixtures 

Other  Real  Estate  and  Mortgages  owned 

Due  from  National  Banks 

Due  from  State  Banks  and  Bankers 

Due  from  approved  Reserve  Agents 

Checks  and  other  Cash  Items ^ 

Exchanges  for  Clearing  House \\ 

Bills  of  other  National  Banks 

Fractional  Currency,  Nickels  and  Cents 

Lawful  Money  Reserve  on  hand: 

Gold  Coin %\  18,856,207.65 

Gold  Certificates 17,513,900.00 

Gold  Clearing  House  Certificates 59,525,000.00 


Total  Gold 195,895,107.65 

Silver  Dollars %    6,476,504.00 

Silver  Certificates 3i»593,3o2.oo 

Fractional  Silver. 5,422,788.40 


Total  Silver 43,492,594.40 

Total  Specie 

Legal  Tenders 107,219,929.00 

Currency  Certificates 42,275,000.00 


$2,051,009,438.17 

15,766,675.73 
227,483,950.00 

17,003,000.00 

15.487,750.00 

17,261,220.25 

208,831,563.40 
79,113,954.38 
29,303,532.43 

155.980,447.58 
41,410,311.27 

297.017,805.64 

15.535.418.93 

112,305,535.60 

20,575,420.00 

962,824.72 


Total  Legal  Tenders 

Five  per  cent.  Redemption  Fund 
Due  from  Treasurer  U.  S 


Total 


Liabilities. 


Capital  Stock  paid  in 

Surplus  Fund 

Undivided  Profits,  less  Expenses  and  Taxes 

National  Bank  Notes  issued $204,097,905.00 

Less  amount  on  hand 5,177*235.00 

State  Bank  Notes  outstanding 

Due  to  other  National  Banks 

Due  to  State  Banks  and  Bankers 

Dividends  unpaid 

Individual  Deposits 

U.  S.  Deposits , 

Deposits  of  U.  S.  Disbursing  Officers 

Notes  and  Bills  rediscounted 

Bills  payable 

Liabilities  other  than  those  above  stated 


Total 


239,387,702.05 


149,494.929.00 

10,021,689.08 

1.180,539.48 


13,705,133,707.71 


631,488,095.00 

246.345.020.33 

88,406,980.50 

198,920,670.00 

60,380.50 

418,644,281.57 

227,063,685.28 

1.783,051.38 

1,853,349,128.50 

12,081,247.69 

4,060,933.96 

7,206,046.17 
12,549,510.47 

3,174,676.36 

53,705.133.707.71 


No.  as  —  CLASSIFICATION   OF   STATE   BANKS  BY  CAPITAL   STOCK   IN   EACH   STATE   AND 

GEOGRAPHICAL   DIVISION.' 


States  and  Terri- 
tories 

$xo,oooorless 

Over  $xo,ooo 

and  not 
over  $90,000 

Over  $9o,ooo 

and  not 
over  $50,000 

Over  $50,000 

and  not 
over  $100,000 

Over  $100,000 

No. 

•  • 

•  * 

•  • 

• 
■  ■ 

•  • 

a   • 
a 
a    a 

I 

•  a 

I 

8 
3 

7 

I 

a  ■ 
a  a 

3 
3 

a   a 

XI 

I 

45 

a  a 
a   • 
a  ■ 

I 

a   • 

ao 

a  • 

13a 

L53 

48 

X16 
X07 

3 

a  a 
•  • 

X3 

a    a 

344 

3 

a    ■ 

9 
X 

a  « 

X 

a  ■ 

6 
549 

Capital 

No. 

a  a 
a  a 

•  a 
a  • 

a 
a  a 

a  • 

a    a 

9 

•  a 
a  • 
a    a 
a    • 

9 

X7 

4 
7 

9 

6 

9 

I 

XI 

xo 
x 
«4 
33 
as 

140 

8 

•  a 

•  a 

X3 
X7 
X39 

«77 

XX 

91 

65 

1 

I 
X 

•  • 

6 

•  a 

90I 

6 

I 

4 

a   a 

X 

3 

as 

545 

Capital 

No. 

a  a 

9 

a  ■ 
a  • 
a  • 

I 

3 

6x 

9 

33 

X 

7 

a   a 

104 

a4 
37 
«5 

a4 

59 

9 

90 
38 

17 

I 
XO 

39 

59 

338_ 

Capital 

No. 

a   a 
a    a 
a    a 
a    a 

X 
X 

9 

x6 
35 

a    a 

I 

a 

139 

IX 

8 

8 

90 

99 

X 

xo 

17 

9 

9 

XX 

14 

XX 

144 
14 

13 

91 

7 
34 
34 

M5 

a   • 

X 
19 

9 

9 

3 

X 

a 

98 

4 

3 

49 

•  a 

X 
I 
X 

59 
5»7 

Capital 

No. 

•  • 

•  • 

a    a 
a    a 

9 

6 

8 

63 

X 

17 
3 
5 

.•• 

89 

14 
6 

3 

9 
90 

•  a 

9 
9 

4 
I 
9 

x6 
5 

77 

9 

3 

14 

3 
6 

5 

3 
90 

63 

a  a 

•  • 

•  a 
a  • 

■    ■ 

3 

X 

a  a 

64 

3 

9 

a  • 

70 
310 

Capital 

Maine  . 

New  Hampshire .... 

...»     .  ■ 
1 . 

a  a    a    a 

•               ■  a    a    a 

75/x» 

. • •     .... 

50,000 

•    a   •    •              a    •    > 

Vermont 

Massachusetts  

$100,000 
xoo,ooo 

Rhode  Island 

Connecticut 

Total  New  Eng- 
land States .... 

390,000 
9,090,000 

195,000 

900,000 

9,4x0,000 

New  York 

New  Jersey 

Pennsylvania 

Delaware 

Maryland 

District  of  Columbia. 

6,950 

36,7«o 

1,703,000 
60,000 

», 533-735 

95,000 

198,790 

*■■•         aaaa 

7,090,000 

1,138,750 
3,196.985 

xoo,ooo 

91,999,700 
500,000 

4,100,150 
580,000 

1,995,000 

Total  East'n  States 

6,250 

36,710 

3.5»o.455 

",955,735 

38,337,850 

Virginia             .... 
West  Virginia. 

North  Carolina. 

Sooth  Carolina 
Georgia 

47f«4o 

ax  ,500 

61,600 

8,000 

35,600 
95,800 

.  • » »     • . 

97,500 
59,700 

969,100 
53.086 

x3x*o95 
40.000 
8x,8oo 

150,000 
19,500 

«69.750 
143,400 
90,000 
931,995 
S4a,5«S 
415.095 

883,300 

1,917,440 

575,100 

884^000 

8,135,635 
340,000 
840,500 

1,409,900 

649*000 

50^000 

1,959,895 

1,043.4x0 

1,847,095 

868.775 

646,600 

655.000 

1,535,400 

9,306,100 

60,000 

795,900 

1,399,966 

190,0110 

900,000 

1.038,630 

1,067.700 

889,650 

3*030,697 

1,085,000 

546,000 

986,700 

4,733.400 

Florida 

Alabama  ..... 
Mississippi 

350,000 

361,500 

1,055,900 

900,000 

350.000 

9,489,500 

1,650,000 

Louisiana. 

Texas 

Arkansas  

Kentucky 

Tennessee 

Total  Sou'm  States 

365.940 

9,951,496 

X3,i9o,435 

XX  583  09X 

33,136,997 

Ohio 

Indiana 

Illinois 

Michigan 

Wisconsin 

Minnesota 

■   a         a    •   •    « 

S^ooo 

a  •  a  • 

900fUUU 

« 1303,650 

141,850 

9x3,000 

974,900 

9,403/x» 

81 
8S 

45 

103 

95 
171 

157 
786 

M 

84 

4 

I 

90 
5 
9 

a  a 

969 

*5 
IS 

SO 

4 
4 

X 

3 
99 

1,7x6,750 
a,754,5oo 
9,640,000 
1,840,000 
3,335,700 
3,171,000 
6,011,300 
3,753,500 

1,167,500 
1,145,000 

800,000 

1.165,000 

,      1,830,000 

571,000 

9,439,000 
3,135,000 

1,844,000 
750,000 

4,773.000 
500,000 

1,700,000 

3,050,000 
460,500 

7,385,000 

Iowa          

Missouri 

Total  Middle  States 

x,5o8,6so 

3.031.450 

97,919,750 

12,959,500 

19,461,500 

North  Dakota 

South  Dakota 

Nebraska.            .... 

Kansas 

Montana 

Wyoming 
Colorado 

39afOoo 

4>9>750 

»,037.9S0 

805,0x3 

•   •    •    •         a    •   • 

30,000 

97,uuu 

184,500 

330,960 

1,481,000 

x/)9X,885 

9O,UU0 
X9,000 
15,000 

99,700 
3,978,045 

557,000 

811,400 

3,x9o,90o 

9,691,140 

130,000 

30,000 

745,000 

190,000 

355*000 

60,000 
9x4,100 
695*000 
175.000 

a   •    •    »          •    • 

a        a   a             a  a   a  • 

1X0,000 

350,000 

900,000 

9x0,000 
71,700 

New  Mexico 

Oklahoma  . . 

Indian  Territory 

Total  West'n  States 

a.78i,7X3 

8.460,440 

a,x95,8oo 

660,000 

Washington 

Oregon 

California 

Idaho 

Utah 

90,000 

x6,ooo 
10,000 

xo,ooo 

96,000 
59,000 

X3«.404 
70,350 

90,000 
57,000 

503,300 
547.300 

x.905.9«5 
179,500 

195,000 

50,000 

97,500 

970,000 
375.000 
4,100,867 
....     •••■ 
xoo,ouo 
too/xxt 

XOO,0OU 

900,000 

37.303,545 

775*000 
350,000 

Nevada             

Arisona 

Total  Pacific  States 

56,000 

433.754 

3.40X.5»5 

4.945.867 

98,698,545 

Total  United  States 

4.7»8,S53 

8,981,45s 

1585 

55.830,595 

43,363,933 

109,694,899 

>  This  table  has  been  compiled  chiefly  from  information  kindly  furnished  by  the  bank  examiners  of  the 
several  states  in  response  to  the  request  of  the  Commission.  In  the  case  of  some  states  where  there  was  no 
b.tnk  examiner,  or  it  was  impossible  to  obtain  official  information,  an  estimate  based  upon  the  figures  given  in 
KtiHJt  ^fcNally  ^  Company s  Bnnkerf  Directory  (July  1897)  has  been  made. 
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:i  A  SALIFICATION   OF    NATIONAL    BAKKS    BY  CATITAL   STOCK«  IN   EACH   STATE  AND 
GEOGRAPHICAL   DIVISION,  OCTOBEE    3I,    1 897. 


SCMn     swi    XcfTi' 


N 
V 
M 

Rhode  UlaadL 


IfCa  .  •  •  . 


TolaJ    New     Eag 


New  York 
New  jcner.... 
Peaosf  hraaia . 


District  ol  Colanbia. 
Total  EMt'n  States 


Virriaia 

West  Virsmia. 
North  Carolina 
Sottth  Catoliiia . 
GcoiBia ....... 

Florida 

Alabania 

Mississippi..     . 

Lotibiaaa   

Texas  

Arkansas 

Kentucky 

Teni 


Ohio 

Indiana 

Illinois 

Michigan.. 
Wtscoosin  . 
Minnesota. 

Iowa 

Missouri... 


North   Dakota... 
South  Dakota.... 

Nebraska 

Kansas . . , 

Montana 

Wyoming 

Colorado.  

New  Mexico 

Oklahoma 

Indian  Territory 


Washington. 
Oregon  . . . . . 
Calitomta... 

Idaho 

Utah 

Nevada 

Arizona  .... 


$5o/xo  banks 


No.  I     Capital 


3«  :$«,5So*«» 


10 

7 

T 

3 


66 


79 

3' 

xao 

5 

3t 


956 


19 

s 

t9 

I 
It 

8 
8 

3 
8 

84 

9 

»4 
»3 


Total  Sou*m  States     184 


60 

99 

«7 
38 

y> 

37 

too 

96 


Total  M  iddle  Sutes     397 


31 

«9 
64 
64 
7 
3 
t9 

9 

6 
8 


Total  West*n  States     9x3 


5 

8 

4 

9 


500^000 
35OWOOO 
700^000 

5o/x>o 

IJO/JOO 


$50,000  aad 

9x00/900 


>foo/Mo  baaks      Stoo/xoaad 


I 


No.:    Capital     !No.j    Capital 
I 1 


No.      Capital 


6 

$496/x>o 

43S«ooo 

375fO» 

«77»5oo 

«35/>oo 

995/»0 

I 


3.300,000  I  a6  ;    1.903,500 


3.950/X10 
t,550«ooo 

OyOOO^OOO 
950/>00 

x/>5o/xx> 


X9,8oo/ioo 


21    I  «rM4fS«> 

6  ,  495.0D0 
99  9,o84»»o 

7  5x0,800 
7  460/soo 


6oo/)oo 
40o/x» 
000 /no 

COlOOO 

550/x>o 
400/«x> 


t5o/xio 
400/xio 
4,900/wo 
xoo/wo 
700/100 

650,000 


9f90O.O0O 


2! 

I  t 

5 

9 


X4x/x» 

STOfOOO 
51 /w> 

348««» 
xz6/xo 


3  .  9os/x» 

X  I  7S>oc» 

X  ■  6o/xx> 

30   I  9/>40/»0 

•  ■»*■  •■•*          •««■■ 

8  I  S37»«» 

X9  ,  785/wo 


3/ioo/)oo 
f.45o/)oo 
4,350.000 
x.400.(«X> 
Z.500/XM 

x^SOfOuo 
5tOoo/x)o 
X.300VO00 


19.850,000 


x,oso/x>o 
950.000 

3.900/>00 
3.900/X>0 

350JOOO 

X  50,000 

950/MO 

xoo,ooo 
300.000 

400,000 

X  0,65^*000 


Total  Pacific  States 
Total  United  Sutes 


50 


x,t66 


650.000 
900,000 
950,000 
400,000 

900/>00 


xoo,ooo 


9,500,000 


58,300.000 


73  !    4.938/MO 


99 

8 

a4 
6 

9 
to 
xo 

4 


93 


X 

3 

X3 

9 

9 

3 

4 


36 


I 


XX 


309 


X»49I,XOO 

567/>x> 
x,673/»o 

490/XX> 

6xo/xx> 
690,000 
69o/x» 
965/no 


6,336i'«> 


60 /XX) 
X95.000 

875.000 
639.100 
X  55,000 

9IO/X>0 
989,000 


60,000 


9.469,100 


z8o,ooo 

4ao/xx> 

7S.«x) 


89/XlO 


7S7.000 


9X,3X8,990 


91 

S4 

IX 

»9 


yS^IOO/MO 


i.8oo/xx> 
5.4oo/xx> 

t,XOO/)00 

i^oo/xx> 


10 

«5 
8 

37 
10 
10 


$900^000 


No. 


Si«3f6s/n>  i  4 
9,195,000  7 
x,x6o/xx>  •    3 

5«37o/«»  '  43 
1,380.990  •    6 

1^15,000  I    8 


$      OOOJOOO 


600/xlo 
8jDOD/JOO 

i,aoo/xx> 
x^6oo/XK> 


1^6  '  X3j6ooyooo      90      19.885,950      71      I4,WWVWO 


70       4f9«4f5»P    «8 


80 

98 
105 

I 
t3 

X 


II 

10 

6 

6 

5 

6 

7 
5 

9 

49 
3 

t9 
9 


138 


65 
47 

59 

97 

90 
6 

39 
»9 

989 


4 

4 

14 

91 

3 
5 

xo 

9 


65 


9 

9 

XX 

9 

9 


99 


878 


8,ooo/KX>     45 

*,8oo/xio  ^  xo 

10,500/xio     44 

ioo/xx>  ,  x 
x,3oo/xio  . 

xoo/no 


6,333»440  ,  97 
x,4iovooo      II 

6,x84,X9>  I  43 
xi«>/x»  I 

3 
6 


9,aoo^ooo 
8^600/100 


99y8oO/XX>     XO3 


,     3   ■       400,000 
103  I    x4^37*59ol 


600/xio 

I,300/XX> 


90     ,   18. 


x,xoo/>oo 

I/XXk/X>0 

6oo/>oo 
6oo/x>o 
500/100 
600.000 
700/100 
500/100 

90O/1OO 

30o/x)o 

1,900.000 

900/100 


x3.800.000 


6.5oo/xx> 
4,700/xx} 
5,900/100 
9,700,000 
9/100 /XIO 
600,000 

3.900/100 
X  .900,000 


98.900/100 


400,000 

400/100 
z,4oo/xxi 

9,X<10/100 
300/100 
500/XXl 

X/X)O.O0O 
aoo/100 

•   •   •    •  " 

900/100 


6,500,000 


900/100 
900,000 

x,xoo/ioo 
900,000 

900.000 


300/100 


9,90O/X10 


87,8oo/x)o 


3 
5 

X 

4 

X 
X 

I 


18 

t 
«3 

3 


<9 


X5O/IOO 
43X/XXI 

795/100 
150/100 
600^000 

X50/no' 

X95/XX> 

t30/xxi 


a.545/»o 

X90/X10 
If  847*900 

475i0oo 


7,448,900 


3« 
10 

«3 
9 
9 

9 

4 


78 


X 
X 

9 
4 
4 


«4 


3 

4 

X 


8 


345 


4.38o/XK> 
«»345i0oo 
X. 748/100 
X. 395,000 

1,300,000 

300,000 

595.000 


xo,993/x» 


150/100 
X  50/100 
300,000 
535*000 

SSO/JOO 


300/xx> 


1,985/100 


600.000 


9 

X 
X 

3 


9 

7 

9 

9 


34 


«3 

XX 

t5 

4 

9 

9 

8 
3 


68 


4 

X 


aoo/ioo 
900/100 
600/100 


400/100 

X,400/XK> 

400^000 

z,8oo^ooo 
400,000 


6.000/100 


4.600*000 

9.90^000 

3/XIO/100 
800/100 

400/100 
400/100 

1,600/100 
600^000 


I3,6oo/xx» 


800^000 


900^000 


480/100 


600,000 
150,000 


X  .930.000 


48,978,740 


T_ 
3 


1.400.000 


3 

9 


8 


978 


600/xxi 
600/100 
400,000 


1,600,000 


^5,6oo/xio 
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No.  a6— CLASSIFICATION    OF    NATIONAL    BANKS    BY   CAPITAL    STOCK,    IN   EACH    STATE    AND 

GEOGRAPHICAL  DIVISION,  OCTOBER   31,  1897  —  Continued, 


Between 

$aoo,ooo  and 

$500,000  banks 

$5oo/x»  banks 

Between 

$5oo/x»  and 

$x  ,000,000  banks 

$x  ,000,000  banks 

$1,000,000  and 

$5,ooo/x»  (inclu- 

sive)  banks 

Total 
num- 
ber of 
banks 

Total  au- 

tliorized 

capital 

Ncj 

Capital 

No. 

Capital 

No. 

3 

Capital 

No. 

X 

Capital 

No. 

Capital 

stock 

8 

$a,soo/x» 

$   x,40o/x)o 

%     X, 000*000 

83 
5« 

367 

57 
8x 

$xx,x7X,ooo 
5,830,000 
6,985,000 

94,3«7.5«> 
i9»337/>5o 
31,541,070 

7 

54    . 
10    • 

34     ' 

3,300,000 

x6,x8o«ooo 

3,334,950 

7,376,070 

X 

X5 

XI 

8 

35 

8 

5 

ao 

I 
6 

X 

41 

7,500,000 
5,500,000 
4,000,000 

XX 

X 

3 

17 
8 

8,300/X» 

600,000 
x»775.«« 

a6 

3 

3 

39 
10 

36,000,000 

3,000,000 
3,000,000 

9 

a 

1 

13 

axx 

$  i6,xoo«ooo 
3,146,850 

X,3OO,O0O 

103 

31,381,030 

17,500,000 

11,975,000 

33,000,000 

30,446,850 

588 

159,191,630 

37 

13 

xx/243,000 

3,560,000 

15.165,030 

613,185 

3,011,700 

1,337,000 

4,000,000 

3,50O/X» 
XO/X)0/>00 

5oo/>oo 
3,000,000 

500,000 

5,500,000 

X0,000,000 

037,500,000 

336 

X03 
437 

x8 

69 

13 

83,169,940 
14,445,000 

75,193.390 
a,o83,98s 

17,104,960 

3,137,000 

49 

3 

9 

6,460,000 

4 

4,000,000 

4 

6,300,000 

7 

s 

5 

3,463,560 

X 

X, 000,000 

3 

3,830,700 

33 

X 

15 

18 

"3 

33,718,905 

30,500,000 

15,433,560 

15,000,000 

37,530,700 

956 

i95.X94,»75 

« 

i,455.«*w 
SSOfOoo 
S«5i«**> 
550,000 

x,x  50,000 

600,000 

35 
33 
97 
x6 

30 

xo 
19 

303 
9 

75 
49 

4,646,000 
3,351,000 
3,701,000 
1,898,000 
4,016,000 
1,150,000 

3»355.«w 

855,000 

3,160,000 

19,985.000 

X, 330,000 

11,664,900 

8,760,000 

3 

3 

3 

4 

X 

500,000 

5 

Xi5a5*oa> 

5 

x,6oo^ooo 

3,8oo/>oo 

300,000 

3,580^000 

1 
3 

•  •  •  • 

3 
•  3 

11 
xo 

3 
3 

4 

X 

3 

500,000 
X, 500,000 

xo 

I 

600,000 

I 

8 

X, 500,000 

1,500,000 

X 
3 

5 
5 

800,000 

I, 300,000 

3 

3 
3 
4 

X 

8 

X 

3 
5 

3,000,000 

■  •  •  ■ 

•   ••••«*        ■ 

47 

13,885,000 

5,500,000 

3,300,000 

3,000,000 

546 

66,761 ,9*-'^ 

25 
7 

7,634.867 

3,050,000 

1,875,000 

1,000,000 

1,850,000 

975f«*> 

1,350,000 

750,000 

5»ooo/xx} 
1,000,000 
x,ooo«ooo 
3,000.000 

500^000 

X, 500,000 

3,300,000 

4,000,000 

X,O0O/X» 
8,000,000 
X,O0O/>OO 

3,000,000 
5,000,000 

4 

5,400,000 

349 
"5 

330 
84 

79 
71 

63 

45,a35,967 

X4»3X9,«» 
37,396,000 

13,145,000 

xo.  160.000 

7 

3 
6 

X 

3 

750,000 

X, 500,000 

4 

■  •  •  • 

9,000,000 

4 
4 

X 

600,000 

X 

1,350,000 

,  13,165,000 

I3t035.«» 
14,8x5,000 

3 

»  c    •   • 

33 

X 
XO 

600,000 

5 

36 

5,000,000 

a 

XI 

4,400.000 

5Q 

I    17,384,867 

11,000,000 

6,750,000 

36,000,000 

30,050,000 

x,046 

160,163,967 

37 

37 

104 
X03 

31 
XX 

6 

XX 

X, 660^000 
1,695,000 
10,335,000 
8,667,100 
a,65S*«» 
860,000 
5,333,000 

6 

3,150,000 

X,300/X» 

a 

X, 000,000 

1 
I 

X  ^000^000 

XgOOO^OOO 

4 

X 

50(^000 

•  •  «  • 

3 

8oo/x» 

4 

3,000,000 

300,000 
660,000 

7 

* 

•  ■  •  • 

3 

•  •  ■ 

»3 

4,150,000 

3,500,000 

3,000,000 

357 

33,654,100 

3 

3 

1 

900,000 

1,350,000 

JOO/MO 

X 

538/xx} 

35 
30 

3a 

xo 

XI 

X 

5 

4,338,000 

3iO90wO0O 

3 
3 

•   ■    •   • 

I 

X/)OO,0OO 
X/)00,000 

500,000 

4 

•  *   *  • 
«   •   ■  • 

X 

•  ■  *  « 

x,ooo,ooo 

X 

■  •  •  ■ 

1,500,000 

7,375.«» 

6oo/x)o 

X, 750*000 

8a,ooo 

*   •    *    • 

X 

400,000 

5 

I3X 

3,500,000 

1 
55 

X 

78 

I 

4a 

TO 

3,950,000 

538,000 

X, 000,000 

x,5oo,ooo 

134 

17,465,000 

345 

»o3.469»79a 

60,500,000 

37.875»56o 

78,000,000 

79.5«7.5SO 

3.6»7 

631,360,863 

a  Indndea  two  $5,000^000  banks  in  New  York  City. 
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CSmVAL  KBSBirVB  CITIBS. 


New  York  City 

Chicaco 

St.  Loais 


Total  of  central  reterre  cities. 


OTHER  RUBKVB  CmSS. 


Boston 

Albany 

Brooklyn    

Philadelphia... 

Pittsburg 

Baltimore 

Wsshiasioa. . . . 

Savannah. 

New  Orleans. . . 

Louisville 

Houston 

Cincinnati 

Cleveland. 

Detroit 

Milwaukee  .... 
Des  Moines. . . . 

St.  Paul 

Minneapolis  . . 
Kansas  City  .. 

St.  Joseph 

Lincoln 

Omaha 

San  Francisco. 


Total  of  other  reserve  cities. . . . 


Total  of  all  reserve  cities. 


COUNTmr   BANKS. 


Maine 

New  Hampshire 

Vermont 

Massachusetts . . . 
Rhode  Island.... 
Connecticut 


Total  of  New  England  States.. 


New  York 

New  Jersey  

Pennsylvania 

Maryland 

District  of  Columbia. . . . 

Total  of  Eastern  States. 


Num- 
ber of 
banks 

Capiul  stock 

•  _a   • 

paid  in 

Loans  and 
discounts 

• 

Natkmal 
bank  notes 
outstanding 

Individual 
deposits 

4B 

$  48,600,000 

$    408,335,475. X5 

$  «6,x83,457.5o 

$341,886,866.3^ 

«9 

i9(7^^|000 

86,839,905.67 

6x6,365.00 

70,699,169.85 

6 

39,060,316.90 

X  ,859,900.00 

ax  ,676,339.80 

73 

76, 700,000 

597,998,697.09 

x8,659/»9.5o 

434,a55,36«.88 

54 

50,350,000 

x64,8o7,Q93.87 

7,576,899.50 

»ao,934,349.ia 

6 

X, 550,000 

8,303,9x9.94 

349*590.00 

6,8o8,x66.x9 

5 

x,35«.ooo 

»a.357,365.76 

573/>30.oo 

«7,393.868.96 

41 

3X,9XS«000 

109,577,519.47 

7,184,875.00 

xo3,7ox,935.xo 

30 

X3,300,000 

45,599.699.39 

4,7a7*37a.5o 

40,398,688.95 

3S 

x3.a43,a6o 

33,o76,943.a7 

a.433.060.00 

a4,734,8x8.o3 

IS 

3,875,000 

8,843,737.  x6 

679,745.00 

»3.837,a79.>4 

9 

750*000 

x,X74,8oo.9x 

90,355.00 

543*444-34 

7 

3,300,000 

xx,630,88x.63 

758,045.00 

»3,38o,30x.97 

6 

3(000|COO 

7,444.66o.8x 

1,4x3,390.00 

4,366,x58.so 

5 

x,x5o,ooo 

a/»9,754.oo 

x39,68o.oo 

a,77a*o33.x9 

13 

7,800,000 

33,778,095.95 

4,890,450.00 

«9,a44,490.35 

X3 

9,550,000 

98,47*,475.47 

X, 339,8x0.00 

9x,683,966.89 

6 

3,3«>K>oo 

X4.398,49»'xa 

989,790.00 

10,9x6,8x9.87 

5 

3,35O|000 

X5,599.444.39 

693,380.00 

a«,534.xS9-68 

4 

800,000 

af65x,37x.74 

359,137.50 

X, 589,470.63 

5 

3,800^000 

8,803,064.  x6 

9x3,550.00 

9,So6,3as-6x 

6 

4*500,000 

9.3«>,9So.X5 

ao6,347.50 

8.305*070.37 

5 

3,300,000 

x5/>a6,76x.56 

995,000.00 

»«,368,177.89 

a 

350,000 

X, 906,847.73 

X34, 100.00 

»*934,953.6o 

3 

8oOfO0o 

X, 796,169.69 

X35,ooo.oo 

'.360,853.93 

8 

3w50gOoo 

9.X47.5X4.35 

S3X, 605.00 

7,864,990.78 

a 

9.183,555.70 

90,000.00 

6,8x1,963.47 

a6i 

i53,485t«6o 

S36,833,xo8.37 

35»479.«35.oo 

47x,984,505-65 

334 

33o,x85,36o 

1,064,060,805.39 

S4,x3»»«57.So 

906,939,874.53 

83 

xx,x7x,ooo 

a3.S58,869.o3 

5,3x8,353.00 

«7,3T0.759-i9 

50 

5,830,000 

xx,o95,4x6.5x 

3.5X4.«95.oo 

9,658.708.78 

49 

6,985,000 

X9,999,38x.33 

3,765,49«.5o 

9,967,640.55 

"3 

43,979,600 

XXO,490,950.3X 

19,774,994.50 

84,«93.4S7-04 

57 

19,337,050 

34,589.409.75 

7,053^495.00 

»9.Sa3»347.«6 

8x 

3X, 541,070 

44.6x5,900.7x 

8,064,704.50 
47.390,394.50 

34,853,964.73 

533 

xo8,836,79o 

936,509,997.63 

174,867,877.44 

967 

31*657.940 

99,789,676.03 

15,084,9x0.00 

93.036,579.65 

X03 

x4,445,ooo 

5a,  105,939.06 

5*0*3.609.50 

57,«7a.946.63 

356 

40,969,790 

xxx,795,965.54 

17.174.565.00 

xx8,3X9,X90.8i 

x8 

3,083,98s 

S.634.105.60 

698,137.50 

5,9x0,8x7.96 

46 

3,8xx,7oo 

xo,967.949.aS 

t,733.740.oo 

11,956, 143,37 

X 

359,000 

604,985.99 

990,900.00 

830,090.33 

791 

93,930,4x5 

973*130,990.70 

39.9aS.169.00 



385,895,698.75 

APPENDIX 
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Continued. 


Reserve  held 

Reserve 
required 

Specie 

Legal  tenders 

Due  from 
reserve  agents 

Redemption 
fund  with 
treasurer 

Total  reserve 
held 

Ratio  of 
reserve  to 
deposits 

as  ptr  cent. 

Ptr  cent. 

$ia6,7a4.386.29 

$  89,388,877.65 

$54,117,648 

$  843,099.50 

$137,349,548.15 

97.10 

06,438,631.73 

91,730,387.55 
a,34i»99«.io 

16,398,14s 

58,500.00 
93,417.50 

38,ii7/>39.55 
8,179,096.60 

36.06 
94.75 

8,3S<.14Q.x6 

5,736,688 

z6i, 408,367.  x8 

106,461,956.30 

76,189,481 

994,940.00 

183,638,677.30 

98.44 

38,491,875.83 

• 

11,190,916.89 

9,015,894 

$  97,676,135.37 

394,965.00 

48,907,911.96 

31.31 

3.600,381.09 

918,986.50 

490,103 

9,573,795.94 

18,000.00 

3,990,114.74 

37.78 

4,160,985.93 

1,110,918.89 

880,854 

9,644,785.68 

98,890.00 

4,665,448.57 

98.04 

99,803,110.33 

19.498,038.55 

9,788,719 

15,697,737.39 

368,993.39 

38,3i3r4i8.96 

39.05 

",<X3.77I.87 

5,088,981.10 

9,164,795 

6,896,795.10 

937,791.95 

14,318,999.45 

31.36 

7fi59.634-05 

3,591,869.87 

1,476,775 

4,010,999,59 

191,605.00 

9,900,535.46 

39.13 

3^a7»698.37 

9,489,415.60 

497,031 

9,190,706.80 

34,954.50 

5,135,107.90 

37.45 

146,487-00 

118,500.00 

71,000 

131,817.09 

4,543.00 

395,860.09 

55.61 

3»46S»497.69 

1,404,981.99 

1,760,588 

985,849.44 

39,940.00 

4,190,659.43 

30.93 

9,909,067.08 

695,704.09 

558,791 

9,167,848.05 

70,695.00 

3,499,968.14 

38.86 

848,658.19 

746.899.80 

1,915,564 

679,848.16 

9,000.00 

9,651,934.96 

78.10 

7*410,799.65 

Xt93i,303.43 

9,658,053 

4,865,039.61 

941,990.00 

9.696,379.03 

39.71 

6.906,197.99 

1,935.986.00 

1,076,990 

4,996,644.08 

68,380.00 

8,006,600.08 

39.95 

4,5x5^54.70 

1,617,601.85 

639,479 

3.989,419.66 

50,641.68 

6,990,135.19 

34.83 

5,940,681.56 

9,015,690.00 

1,313,917 

7,006,590.11 

39,400.00 

10,368,597.11 

43.63 

897,619.97 

189,987.95 

995,098 

719,405.51 

13,094.00 

1,146,814.76 

34.64 

31379.677.46 

9,545,958.68 

634,897 

4,193,979.18 

11,993.00 

7,315,490.86 

54." 

9,388,884.18 

958,497.70 

1,093,740 

9,531,664.59 

13,500.00 

4,597,409.99 

48.11 

5,694,606.44 

1,487,818.99 

1,300,000 

6,913.533.03 

11,950.00 

9,019,601.95 

39.57 

70«,354.9o 

911,464.10 

146,897 

818,349.56 

6,705.00 

1,183,338.66 

49.19 

411,000.46 

186,797.00 

59,671 

964,030.46 

6,750.00 

510,948.46 

31.04 

3,308.763.09 

1.188,795.73 

979,944 

3,364,710.78 

97,000.00 

5,553,450.51 

41.96 

9,104,813.83 

9,651,088.07 

9,000 

940,991.16 

6,750.00 

9,900,199.93 

34.45 

146,610,3x3.19 

56,555,617.30 

37,958,890 

104,509,093.50 

1,8x8,990.75 

900,841,891.55 

34.95 

308,018,680.30 

163,016,873.60 

114,141,371 

104,509,093.50 

9,813,930.75 

384,480.568.85 

31.91 

*5  P*r  cent. 

9,780,657.87 

1,941,876.69 

338,754 

4,137,350.45 

958,756.95 

5,976,737.39 

39.94 

1,671,199.09 

6349M.76 

949,457 

9,474,548.90 

168,893.75 

3,590,8x4.41 

31.60 

«»4»3,585.45 

638,419.09 

915,846 

1,967,964.76 

178,067.50 

9,999,590.98 

31.83 

»3/>83,3ii.8« 

4,819,135.10 

9,499,459 

14,390,184.15 

980,303.50 

99,689,081.75 

96.00 

3,181,315.09 

1,143,588.06 

679,385 

3,641,378.69 

355,000.00 

5,819,351.68 

97.41 

5,341,044.86 

9,995.544.14 

719,910 

6,461,999  69 

409,899.50 

10,580,969.33 

99.71 

97,471,044.18 

",473,470.77 

—   -     -  -  ■* 

4,68  X, 81 1 

33,079,649.57 

9,343,913.50 

51,571,844.84 

98.16 

14,019,938.34 

5,456,907.57 

9,608,579 

17*035,499.75 

756,091.75 

95,856,931.07 

97.68 

8,73a,764.57 

3, 37  « ,814.00 

9,096,436 

11,570,153.89 

948,753.75 

17,987,157.64 

99.69 

«7i633»9a3.»3 

8,644^019.91 

3,710,051 

91,511,798.64 

851,684.80 

34,717,553.65 

99.53 

789,874.99 

346,798.37 

131,685 

1,044,963.05 

35,795.00 

1,558,401.49 

99.59 

1,699,401.91 

799,996.53 

435,974 

9,068,489.91 

81,969.88 

3,314,959.69 

99.38 

t96yOt6.65 

970,194.80 

9,711 

73,309.89 

11,950.00 

364,465.69 

43.38 

49,987,918.99 

18,818,890.48 

8,991,736 

53,303,437.36 

1,985,398.18 

83,099,469.09 

99.00 

■ 
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CmUinuid, 


VSiginia 

WotViiyinia... 
Notth  Cuolinji. 
South  CuoUiui. 

Georgia 

Florida.... 

Alabama 

Miwiaaippi  .... 

Louisiana 

Texas 

Aricansas 

Kentucky 

Tennessee 


Tola]  of  Southern  Stales. 


Ohio 

Indiana 

Illinois.... 
Michigan.. 
Wisconsin. 
Mfameioia. 

Iowa 

Missouri. .. 


Total  of  Middle  States. 


North  Dakota... 
South  Dakota... 
Nebraska    ...  . 

Kansas 

Montana 

Wjroming 

Colorado 

New  Mexico...., 

Oklahoma 

Indian  Territory. 


Total  of  Western  States. 


Washington . 

Oregon 

California... 

Idaho 

Utah 

Nerada 

Arizona 


Total  of  Pacifk:  States. 


Total  of  Country  Banks. 
Total  of  United  States . . . 


Num- 
ber of 
banks 


35 
33 
a? 
x6 
s8 

IS 
96 

xo 

za 

196 

9 
69 
49 


3*5 


M3 

X13 


78 
74 
60 
x6z 
50 


961 


a? 

a? 

93 

X03 

ax 

XX 

4« 
6 

5 

xo 


344 


35 

30 
30 

xo 
zx 

X 

5 


xsa 


3*76 


36x0 


Capital 
stock  paid  in 


$    4,646,300 

3t45x»a» 
s,7ox,ooo 

z,890,xoo 

X, 150,000 

3f355i«o 

855,000 

860,000 

x8,78x,aoo 

x,sso,ooo 

8,797,900 

8,760^000 


59,663,500 


37,830,100 
14^057,000 

X7,776,ooo 
8,845,000 
6,9x0,000 
4,865,000 

X9,aao/»o 
3,765,000 


96,968,xoo 


x,635«ooo 
x,695,ooo 
5,9a5/x)o 

8.567i*«> 
3,6s5/x)o 
860,000 
5,93a/xx> 
600,000 
asOfOoo 
595»«» 


a8/>x4,xoo 


4,388,000 

3,030,000 

5,060^000 
600,000 

i,750'«» 
89,000 

400,000 


15,300,000 


401,303,835 


63X, 488/595 


Loans  and 
discounts 


«Sfa68|383.S9 
8,570,845.39 

6,770,983.87 

5f943f367«7* 
8,6x3,653.81 

3,343,704.73 
6,570.755.06 
3,504,4x0.73 
3,405,l636.8x 

37.33«.789-36 

at3a9r403.95 

x7»io3,6o5.77 

ax,X48,63x.39 


»37.8o3f46«.03 


66,570,637.93 
3x,876,859.6z 

46,863,899.38 

«6,599,x87.83 

X9*545*363.47 

13,6x8,347.90 

99*599*784.99 
7.795,7«3-45 


a4a*399.8o3.46 


4*3««*77X-40 
3/>8o,i70.47 
11.983*099.97 
x8,683,xa3.94 
7,088,339.38 
x,837,343.x8 

18,494,475.74 
i,55i,07x.3x 

4a7.5«3.47 
1,084,9x7.33 


68,540,614.09 


6,795,943-30 

6,351,55a.  xa 

xo,896,3i8.4x 

1,066,699.04 

9^461 ,804.30 

3X9,z64.7x 

797^34.00 


98,583,305.88 


986,948,633.78 


3/>5x,ao9,438.z7 


National 
bank  notes 
outstanding 


x,993«44a.5o 
x,836,x99.5o 

643.49a.50 
45x^35.00 
898,657.50 
300,830.00 

x,053.»70.oo 
3x6,4x0.00 
a37.8s7.50 

4,x87,939.5o 
358.890.00 

3,359,360.00 

«i54a.8o5.oo 


x6,379,96s.oo 


10,559,780.00 
4.633.573.00 
5.484.937.50 
3,589,380.00 
'  #973.695.00 
x,X3X,a65.oo 
3.349.350.00 
x/>x8,79o.oo 


30,740,670.50 


417.657.50 

4*7,539.50 

1,363.388.00 

a,xxx,455.oo 

533.a37.50 

X9a,345.oo 

z,z3x,885.oo 

303,760.00 

54,970.00 

X37 ,660.00 


6,669,790.50 


839.997.50 
818,157.50 
x.377.445.00 
x64,3Xo.oo 
495,640.00 
18,450.00 
146,630.00 

3,790,530.00 
x44.789.51a.50 


X98,9ao,67o.oo 


Individual 
deposits 


x5.347.ago.31 

8,373.395-57 
S,340.3ax.69 
3«495,333.ax 
6,T07»489-xx 

3.905,048- X3 
6,xx3,4zx.x5 

a/>34.435.94 

1.990,454.37 

33,100,403.04 

x.8o5,345.x4 

x3,346,839.zo 

i7»ai9iXSi.S3 


1x6,708,916.99 


64,308,143.55 
34,450,004.38 
48,035,386.79 

97.546,76x.4« 
31,309,646.38 

X5,99i.*x«-9a 

95,9x9,830.69 

7.9x3.599.90 


945.374,577.16 


5.689,171.75 
4.915.569.92 

zx  ,066,944.58 

19.187.549.0a 
10,456,949.03 

9,651,536.27 
98,154,597.37 

a,775.904.23 
675,808.91 

■^  z,z65,994.73 


86/138,545,11 


xo,xo9,34a.88 

8,695,950.45 

19^099,856.65 

9,970,943.44 

3,8ox.798.92 

9Sx/>37.95 
1. 135*478.93 


38,993,6^22 


947^109,953.97 


i.8s3.349,i«8.5o 
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No.  27.— ABSTRACT   OF   REPORTS   OF   NATIONAL   BANKS,   OCTOBER   5,  1 897,   BY   STATES.— 

Continued. 


Reserve  held 

Reserve 
required 

Specie 

Legal  tenders 

Due  from 
reserve  agents 

Redemption 

fund  with 

treasurer 

Total  reserve 
held 

Ratio  of 

reserve  to 

deposits 

$    a.37a.o65.47 

$       937.839.90 

$       758,563 

$    3.038,513.57 

$        99.309.94 

$    4.834,X93.7X 

30.57 

1.263,395.96 

654.579.33 

361,568 

1,536,068.61 

61,498.50 

9,613,714.44 

31.03 

819.374-58 

435.356.66 

335,583 

74ir4".78 

33.380.75 

1, 445,739.  X9 

96,47 

601,136.70 

966,871.65 

349,928 

305#0S3.X9 

91,641.25 

942.794.02 

93.53 

953,aix.o9 

569,153.08 

534,908 

550,161.93 

43.356.44 

X, 697,579.45 

96.7X 

585.a75.95 

269,478.30 

386,953 

639.5x6.35 

14,940.00 

1,909,487.65 

31,00 

907,102.18 

566,680.80 

496,050 

9x3,955.79 

54,090.00 

x,959,776.59 

39.4X 

303.776.39 

145,290.40 

t59.5i3 

953,653.39 

10,675.50 

569,131.99 

98.  xo 

385,680.46 

188,437.45 

119,561 

272,999.65 

11,905.00 

585,993.10 

30.73 

4,743.037.9" 

3,170,930.17 

2,490,764 

5,143.522.23 

909,935.35 

11,0x5,151.65 

34.84 

967,430,62 

162,976.54 

95.870 

985,907.88 

13,659.50 

556,713.93 

3X.93 

t. 966,345. >7 

934,094.75 

433,829 

9,990,700.67 

163,401.94 

4,5xx,956.36 

34.49 

a.708.755.71 

1.933.883.79 

961,796 

9,690,058.55 

79.5x4.50 

5,665,959.84 
37,606.637.  X4 

3X.37 

17.776,608.1a 

10,235,502.82 

7,196,484 

X9,359.x9a.45 

815,597.87 

31.73 

9»475,>90.oi 

4,828,614.40 

3,517,70a 

13,910,055.03 

516,045.15 

92,072,416.58 

34.94 

4,947,899.89 

4.456,39«.62 

1,653,000 

7,963.167.91 

923,990.80 

13.595.849.63 

41.9a 

7r443.758.x8 

3,944.548.63 

1,811,718 

11,741,167.91 

375,800.75 

17.773,334.59 

35.89 

4,x54.7a».07 

1,864,437.36 

706,086 

6,543,345.48 

131,187.50 

9,944,956.94 

33.38 

3.'74.330.05 

1,725,278.85 

583,606 

5,019,953.46 

97,337.00 

7,4x8,475.3X 

35.06 

«,355.393.«5 

1.073,735.56 

393,089 

4,359.664.95 

56,675.00 

5,880,153.81 

37.46 

4.357.581.37 

2,2x6,723.69 

1,091,428 

6,040,890.96 

164,901.50 

9,5x3,943.45 

33.59 

1,168,484.47 

516,192.78 

395,389 

x.7X9,453.o8 

51,460.75 

2,582.495.61 

33.15 

36,977.358.39 

90,624,912.79 

10,052,018 

55,889,895.98 

1,5x6,698.45 

88,083,595-39 

35.73 

843.877.a9 

249,521.90 

389,843 

1,708,977.87 

90,994.50 

2,961,566.57 

40.90 

647,210.62 

346,453.33 

189.985 

x,x  53,763.01 

31,393.75 

1,7x1,594.08 

39.67 

>.75».7a3.«9 

724,048.72 

438,558 

9,808,248.86 

67,994.00 

4,038,779.58 

34.58 

2,929,681.40 

1,488,740.86 

706,754 

5,550,958.89 

103,597.58 

7,849,98x.33 

40.19 

1.553,363.18 

839,961.75 

433,596 

3,339.730.87 

97,357.00 

4,539,575.69 

43.86 

395,457.04 

900^)37.75 

53,«02 

866,356.44 

9,659.25 

1,129,148.44 

49.83 

4,582,689.68 

4,343,335.65 

1,745,388 

7,734,408.15 

56,880.75 

13,879,002.55 

45.43 

435.019.42 

143,455.40 

68,110 

747,850.61 

15,188.00 

973,6o4.ox 

33.57 

97 />x  1.94 

41,271.46 

46,000 

211,841.34 

2,812.50 

301,995.30 

46.68 

172,560.12 

78,813.30 

7>,763 

392,381.16 

6,403.00 

549,360.46 

47.7s 

13.407.593.88 

8,446,628.41 

4,049.029 

24,413,817.90 

331.993.33 

37,934,467.94 

41.66 

1,501,618.92 

1,620,236.58 

170,664 

1,749,081.81 

42,040.00 

3,582,099.39 

3S78 

« .453,396.73 

1,770,880.95 

36.458 

1.334,633.34 

46,453.50 

3,178,415.79 

39.83 

1,839,138.76 

9,959,959.85 

59,579 

1,583,739-49 

73,631.00 

3,969,899.34 

39.39 

344,147.85 

914,634.25 

61,458 

644.733.97 

7,987.50 

998,8x3.79 

40.48 

575.46308 

7sx.497.95 

99.344 

837,543.39 

36,062.50 

X, 654, 446.84 

43.19 

37.655.69 

90,056.00 

840 

37,834.83 

922.50 

59,653.33 

93.76 

169,108.47 

141, 164.60 

38,137 

393,343.75 

7,830.00 

479,375-35 

49.59 

5.9>9.539.5o 

6,771.433. x8 

389,480 

6,469,789.58 

214,927.00 

13.845,619.76 

35.08 

144,539.353.89 

76,370,898.45 

35,353,558 

192,508,712.14 

7,208,458.33 
10,021,689.08 

311.441,556.99 

39.39 

453,558.033.19 

339.387.709.05 

149,494,999 

297  017,805.64 

695,999,195.77 

31.70 
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Gold 


vwrtDtici  5«  (»97 


'I 


YorkCty. $  9a6;B97.545.i5 


Si. 
Total 


DfOoUyv, 


Sar 
Nci 

L4MiiBrille 


CflKUMOtI    .. 

CwvcuwL... 
Detroit 


St.  Paul. 

tis. 
Oty. 

St.  JoWpD   .. 

Linoolii. 


San  Fi 


Otncr  lucj'vc  Cities.. , 


AU 


Maine 

New  Hampaliire 

Vennoot 

Manachosetts.... 
Rhode  Island.... 
Connectioit 


33,on,396.tt 


•S  77W999. 560.50 
I  17,178,670.00 
»      i,S9i,t4a.5o 


SiWcrdol- 
laia  bela 


Tot^8ol<l 


Total  cold  and 


-I- 


J 


$     9>.9B8      $  78,«M,S4S-»> 
189,103     .     i7»36<>.773-« 
•3,9x6     :       s,6is/>s8.5o 


645,633,468.73    ;    96,763,373.00    ,      999,007     ,    97/160,380.00 


New  England  States. . 

New  York ........     ••. 

New  Jeney 

Pennsylvania 

Delawaie  • 

Maryland.  

Distria  of  Colombia. . . . 

Eastern  States 


•5Jf967.S03-3» 
to,40i,5S4.o8 
16/41,140^93 

tt9.n9,44s.3D 

45f65S/*7-47 

»8,63«.S36.«9 

t3,7WNT93-47 
585,948u» 

13361,990.78 

8,808,968.3a 

3f394t63»-46 

99,643,19^.61 

94,894,79X.94 

x8,06s4lt8A> 

93,769,796.93 

3,310*449.09 

i3,5«8f  709-83 
9«5S5.596-75 

«,77«.4»5-78 
9^09,4x9.60 
1,6441,001.86 

»3,nS.05a.38 
8,4t9««55.3t 


586,441,959.49 


I.a3«t074,7«.« 


i8,537.7«9.xo 
11,140,860.59 

9r4«3«903'<» 
87,999,078.87 

91 ,908,767.96 
35,606,965.73 


183,140,994.55 


93,4x4,999.95 
58,918,430.48 

"7,559^88.99 

5,965,898.xx 

xx,989,679.4X 

840,1x1.04 


•86,58x,459.5i 


8»57»^'7S-9«> 
835,673.00 

7*t»3»5-8o 
8,3x7,588x10 

3,7«3t89«.7tt 

*.o79,943.«> 

x,3Q4.389.oo 

3X/ioObOO 

886,463.50 

593.367.50 
476,95x^00 

«,397,4SO-«> 
x,7x6,xxoLOO 

x,36o,897Ho 
x,838,x75.oo 

I4«»595.«> 

1,996.843.88 

850^x9.90 

5x6,967.50 

95,8x7.50 

x59,97o.oo 

886,577.50 

9,6ox  ,667,50 


4i,x63,38o.78 


t37»9a6,7S3-78 


1,008,857.99 
44x,3i8.86 
599,659.65 

3,453,308.06 
8x3,994.98 

9»340»639.90 


8,580,763.34 


4,350,686.97 
9,033,353.38 
61053*663.97 

169.975.95 
400,895.98 

i78,955.«> 


13,187,599-85 


74.45» 
99,701 
xl 


9oxy|89 


9>557 


48,759 
99,055 
«4«354 
54,734 
75,890 

69,966 
90,463 

»7.947 

X  19,500 

•9V096 

7«»7» 

*3»9^ 
98,X5a 

9,X90 


1,977.968 


1,576,975 


46,1 
4t,3o8 
3Xf67« 
a45»7»S 
9oj6q8 


4451099 


8,653,596.90 
858*374.00 
7S^3«5.8o 

3w985.379.70 

9,x97,8o3u» 

«,3X3,9|6.oo 

39i0O0woo 

935,M^30 

6x5,4n-SO 

500,605^10 

x,459,x84.oo 

X, 79^/109.00 

XM30»093.4O 

1,858,638.00 

t59.54a.oo 

9,109,343.88 

879,848.50 

587,98750 

105^686.50 

t73.x93.00 

984»7«9.So 
9,6x0,787.50 


49,440,64&76 


X39,503/>"8.78 


i/>55»t49-«9 
489,696.86 

554,3*4-65 
31699.033.06 

834,699.98 
9,400/136.90 


9.095,869.34 


956,946 

XXX,9XX 

53x»<o6 
aa,»94 

33*954 
9,9ao 


957.33* 


4,606,939.97 

•,t44,564-38 

6,585/369.97 

199,969.96 

434,849.98 

x8i,x75.oo 


by 

Sec  39  oi  plan 


$  3x,68x/iq6.57 

6>>7,t57.93 
«/>63,837.aQ 


40.3S»^»9«-T9 


9,699,968,95 

690,095-95 

t/Ho/>ri-30 

7,450,777.58 

a,853,449.96 

x,789,9B«.5x 

8^,9194.59 

36,69x.75 

866,374.49 

590,5x6.77 

9x9,164.53 

t35*,699.9r 

x,55t,549~49 
X  ,148,863.67 

Xr485,i7o-39 
9o6^903'.o6 

844^9x9.36 

597,991.04 

x,4*3.65x.6i 

X75,588.7« 

109,750.  tx 
897,X90.77 
5*6,903.45 


36v659,5r8.»8 


77,004,670.07 


695,164.46 
4x7,789.17 
353*39636 

3,970,897.9s 

795,3«8.77 
x,335»a6i.9x 


6367,761.04 


3.503,059.58 
9,x83,x9i.i4 
4.408,480.80 

197,468.55 

493,100.47 
31,504.16 


14,144,860.85     I     10,746304.73 
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Continued, 


ViiKiaia 

West  Vii^iaia.. 
North  Carolina. 
South  Carolina. 

Georgia 

Florida 

Alabama 

M  ississippi . . . . 

Louisiana 

Texas 

Arkansas 

Kentucky 

Tenne»e« 


Southern  States. 


Ohio 

Indiana.... 
Illinois.... 
Michigan. , 
Wisconsin . 
Minnesota. 

Iowa 

Missouri.. . 


Middle  States. 


North  Dakota.  . . 
South  Dakota.  .. 

Nebraska 

Kansas 

Montana 

Wyoming 

Colorado 

New  Mexico 

Oklahoma 

Indian  Territory. 


Western  States. 


Washington. 

Oregon 

California... 

Idaho 

Utah 

Nevada 

Arizona .... 


Pacific  States. . 
Country  Banks. 


Deposits, 
Octobers,  1897 


$  i5.8i3»769.8x 
8,423,639.74 
5,462,497.24 

4.0O7-577-97 
6,354,740-'4 
3,901,839.65 
6047,481.20 
2,0351175.94 

1.904,536.37 
31,620,252.73 

1,782,870.85 

13,108,967.82 

18,058.371.38 


118,510,720.84 


63.167.9334a 
3«'985,999'27 
49,625/>54.54 
27,698,140.44 
21,162,200.36 
15,702,621.69 
28,383,875.83 
7,789,896.49 


246,5^5.722.04 


5,625,848.62 

4,3M,737.5S 
11,678,154.61 
19,531,209-32 
10,349,087.89 

2,636,380.37 
30,551,264.57 

2,900,129.45 
646.746.34 

1,150,400.73 


89,383 ,959. 25 


10,010,792.80 
9,682,644.83 

12,260,925.07 
3,294,319.00 
3,836.420.5s 

251.037-95 
1,1*7,389.80 


39,463. 530-00 


Gold  coin  held 
(including  certif- 
icates) 


Silver  dol" 
lars  held 


$ 


595.620.85 

457.543-47 
308,560.50 

123,438.50 
274,948.10 

90,443-65 
360,913.60 

77*295-50 
60,661.50 

1.746.343-40 
101,913.00 
743,188.50 

1,251,99705 


6,192,866.62 


$ 


88,698 
42,050 

39-5»5 
50.604 

71,980 
85,893 
87,459 
42,407 
42,658 
689,799 
10,386 

65,094 
205.330 


i,52»,773 


3,912.938.73 
3,766,494.88 
3,116,194.73 
1.535.994-20 
1,436,382.91 
884,776.00 

X, 625,394.7s 
345,751-50 

16,613,927.70 


329,810 

230,636 

267,944 

94,299 

85,657 

53.065 

156.900 

76,160 


Total  gold  and 
silver  held 


Total  gold  and 
silver  coin 
required  bv 

Sec.  32  of  plan 


$ 


193,085.00 

18,686 

288,459.00 

21,676 

548,572.90 

61,109 

1,066,779.16 

172,523 

693,786.40 

49,254 

178,849.60 

"♦376 

4.025335.50 

105,167 

111,415.00 

21,753 

15,770.00 

8,587 

26,355.00 

16,815 

7.147,407.56 

486,946 

«,453,356.50 

1,685,285.00 

2,071,650.00 

186,749.50 

705,802.80 

16,300.00 

136,815.00 


963,595.686.19 


United  States 2,195,670,407.41 


6,245,858.80 


58,850 
31.599 

67,999 
6,180 

80,198 
2,513 
7,371 


194.609 


57,968,^53.87 


4,900,399 


195,895.107.65       6,476,504 


684,318.85 

499.593-47 
348,075.50 
179,042.50 
346,938.10 
176,336.65 
448,372.60 
119,703.50 
103.319-50 
2,436,142.40 
113,198.00 
808,383.50 

1,457,327-05 


$       593,016.36 

315,848.99 
204,843.64 

150,384.17 
238,303.7s 
146,318.98 
226,780.54 

75.944-09 
71,430.11 

1.185,759-47 

66,857.65 

491,586.39 

677,188.93 


7,714,639.6a 


_  I. 


4.343,748.73 
3.997.130.88 

3.384,138.73 
1.630,393.20 

1.512,039.91 
937,841.00 

1,782,294.75 
431,911.50 


4,444,152.03 

2,368,797.50 

1,236,974.97 
1,860,939.54 

1,038,680.36 

793.582.51 

588,848.31 

1,064,395.34 

292,121.11 


1,294,471     '     17.908.398.70 


9,244.339.57 


210,771.00 
310,135.00 
609,681.90 

1,239,309.16 
743,040.40 
190,225.60 

4.130,502.50 

133,168.00 

24,357.00 

43,170.00 


7,634.353-56 


1,512,206.50 

1,716,884.00 

9,139,649.00 

199,929.50 

796,000,80 

18,712.00 

134,086.00 


6,440,467.80 


63,868,582.87 


209,371,611.65 


910,969.33 
161,803.65 

437,93*^79 
733,490.35 

388.090.79 

98,864.96 

1,145,672.42 

108,754-85 
94,953.98 

43,140.03 


3,351.898.97 


375.404.73 
363,099.18 

459,784-69 

86,036.96 

143,865.77 

9,41392 
49,377.11 


1.479,883.37 


36,134,838.33 


113-139.508.39 
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REDEMPTION  AGENCY   AT   WASHINGTON. 


Jan. 

Feb. 

Mar. 

April 

May, 

June, 

July, 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 


Jan. 

Feb. 

Mar. 

April 

May, 

June, 

July, 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 


Jan. 

Feb. 

Mar. 

April 

May, 

June, 

July, 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 


Jan. 

Feb. 

Mar. 

April 

May, 

June, 

July, 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 


1874 


$10,538,171 

9.993.366 

7,823,976 

5,608,481 

10,686,906 

11,301,803 

1880 

5,641,192 
3,960,505 
3,M4,8ii 
4,006,205 
7,554,660 
7,808.361 
4,709,894 
3.469,884 
3.348.638 
3,708,448 

3,369,417 
4.151,971 


17,485.298 
12,208,474 

10,825,508 
8,420,691 
11,480,256 
11,140,326 
9,261,571 
6,296,341 
5,438,047 
5,918,365 
5.954,011 
7,940,494 

189a 

7,788,484 
6,066,177 

5,276,655 

5,639,755 

6,357,399 

6,323,849 
6,191,046 

5,352,812 

5,296,037 
5,218,966 
5,471,649 
6,969,662 


t875 

315,890,898 
13,169,742 
15,250,942 
17,295,133 
19,630,451 
18,231,007 

19.257.094 
15.774.037 
13.348.395 
15,536,038 
13.160,961 
16,166,127 

1881 

5.550,743 
4,498,501 

4,804,393 
6,850,425 
8,035,983 

7,151,961 
4,988,307 
4,540.053 
3,622,833 
4.945,668 

5,034,073 
6,484,104 

1887 

11,513,904 
7,769,081 

5,943,971 
6,908,850 

7,866,911 

6,878,141 

5,903.291 
5,921,000 
5,101,627 

5,541,736 

5,799,075 
8,228,273 

X893 

9,731,987 
5.864,411 

5.524.568 
6,991,570 
8,150,482 
5,082.039 
3,877,423 

2.699.855 

7,275,730 
12,505,692 
13,774,976 

9,839,329 


1876 

$20,344,691 
15,990,050 

15.191,539 
14.728,674 

21,196,260 

23,606,005 

22,549,397 
19,512.869 

17,910,848 

15,792,180 

16,684,853 
14,942,997 

1882 

8,185,651 
6,345,210 
6,671,918 

7,248,503 
9,042,641 

8,980,367 
7,363,382 
6,296,07 1 

5.640.717 
6,858,152 

7,435,077 
9,071,182 

1888 

12,232,503 

9,176,339 
7,916,274 

9,642,090 

12,302,623 

11.387,533 
9,224,960 
6,984,802 
5,205,273 
5,845.727 

5,805,923 
7,692,436 

X894 

13,176,204 
7,422,351 
8,118,107 
8,360,025 

8,959.113 
9,322,038 
6,684,645 

6,599.917 
5,380,628 

6,663,770 

6,132,207 

7,494,569 


1877 

319,979,045 
16,534,732 
17.369,189 
20,976,029 
26,129,055 

27.829,179 
17,905,054 
19,127.285 

15.438.232 
16,392,857 

17.340.759 
17,222,396 

1883 

11,611,520 
7,534.232 

7,874.134 
8,273,570 
12,134,950 
12,606,689 
9,250,942 
8,422,156 

7,387,227 
8,569.201 

9,172,395 
10,623,458 

1889 

12,256,553 
7,164,265 

5,735.355 
6,035,826 

9,039,602 

7,941,337 
6,510,302 

5,644,911 
4,710,379 
5,579,573 
5,394,525 
5,848,455 

1895 

10,376.851 
5,946,346 
7,165,01  i 
8,132,445 

8,700,736 
7,432,008 
8,332,852 

7,027,790 
5.702,340 

7,252.879 
7,750,398 
9,685,659 


1878 

318,040,569 
13,538,278 
12,025,805 
15.766,848 
24,076,684 

23,615,670 
22,785.473 
16,418,60^ 
13,292,206 

8.376,449 
8,936.806 

8,431,074 
1884 

17,463,933 
11,516,444 

8,679,518 
11,642,521 
12,037,496 
11,387.181 
12.886.241 
11,213.870 

8,746.775 
11,207,800 

11,471,644 

12,240,921 

1890 

8,266,222 

5,001,433 
5.273.365 
5,445,498 

6.417.309 
6,164,976 
5,693,418 

4,799,417 
4,256,903 
4,281,207 
4,327,087 
4,711,836 

1696 

13,974,586 

8.316.189 

7,894,397 
9,227,331 

11,801,075 

1 1,295,483 
12,051,833 

7,833,889 
5,387,077 
7.773.492 
9,351,401 

12,583,899 


1879 

312,169,897 
13.083,822 

11,869,175 
10,346,522 

15,660,085 

13,398,800 

9,123,425 
6,314,586 

4,508,041 
3,349,766 
3.251,634 
2,922,490 

1885 

17,882,887 
10,972,096 
10,195,586 
12.549,026 
14.189,983 
16,652,302 
12,131,083 

9,893,843 
7,588.980 

10,111,976 
7,772,270 

11,237.901 

1891 

9,443,920 

4,953,537 
5.115,459 
5.048.370 
7,262,701 

7,566.764 
6,368,612 
4,981.988 

4,710.379 
5,188,589 
5.013,820 

5,909,334 
1897 

13.765.173 
7,243.972 

7.344.396 

8.573.146 

10,722,336 

10,943.162 

10.381.308 

7,235,581 
6,648,030 

7.987,244 

8.313.654 

10,395,345 


No  30. —  EXPENSES    INCURRED   IX    THE    REDEMPTION  OF   NATIONAL  BANK  NOTES  AND 

ASSESSMENTS  ON  NATIONAL  BANKS. 


Fiscal  I     Charges  for 
year    ,  transportation 


Salaries 


Contingeat 


istationefy^c. 


Total 


I 


875 
876 

877 

S78 

S79 
S80 

88 1 
S82 

883 
S84 
885 
886 
887 
888 
889 
890 
891 
892 
893 
894 

S95 
896 

897 
Total, 


88,098.31  . 
159.142.84  ' 
189,362.05  . 
173,420.601 

98,298.75 
34.764.24 

33.843.86 

39.203.31 

57,190.86 

68,684.11 

85,255.48 

74,490.52 

48,020.53 
51.529.76 

42.413-56 
19,862.65 

18,536.54 
19,305-54 
23.231.70 
24,271.41 
21,035.82 

32,518.93 
44,518.50 


1,446.999.87 


5158,227.39 
188,018.94 
150,695-68 
136,580.63 

133.956.27 
104,350.08 

89,564.72 
87.593.56 
86,213.35 
88,426.79 
93,371.82 
89,065.18 

87,450.54 
86,232.40 

85.974.55 
83,841.30 

78,989.85 

77.131-13 
77,840.12 

77.790.01 

76,411.97 
77.766.54 
77,977.62 


2,293.470.44 


544.639.67 
18,031.53 
17.008.37 

7,941.25 
8,694.93 
4,614.07 
2,803.54 

2,732.51 
4,188.06 

3,785.75 
3,229.86 

4.687.65 

3.495-93 
3.379.32 
2,802.56 

4,139.44 
1,840.13 

4,157-03 
1,961.14 

5,383.72 
2,905.00 
3,800.16 
2,565.61 


Rate  of 
assessment 
per  $x,ooo 


Assessment      Assessment 
for  cost  of  .  for  examineis* 


158,787.23 


5290,965.37 

S2.2326 

365.193.31 

2.07352 

357,066.10 

1.66572 

317.942.48 

I. 56301 

240,949.95 

1.58 

143.728.39 

2.62098 

126,212.12 

2.6942 

129.529.38 

1. 804 1 6 

147,592.27 

1-55634 

160,896.65 

1. 3 1 978 

181.857.16 

1.257 

168,243-35 

1.3091 

138,967.00 

1.58644 

141,141.48 

1.52297 

131. 190.67 

1-4549 

107.843.39 

1.5616 

99,366.52 

1.52757 

100,593.70 

1.46339 

103,032.96 

1.35518 

107,445.14 

1.06599 

100.352.79 

1. 15 

114.085.63 

1. 125 

125,061.73 

1. 0701 

^.800.2  S7.<)4 

Jf^^Tft^J t  - J*T 

560,100 

20,795 

110,950 

39.635 
20,600 

18.000 

12,775 
24.900 

25,775 
23.800 

19.425 

8.425 
11,825 

9,200 

4.750 

410,955 


^594,606.16 
99.642.05 

107,781.73 
107,272.83 

110,219.88 

121.777.86 

130.725-79 

136.772.71 

138.969.39 
161.983.68 
162,444.59 

251,966.79 
238,252.27 

237.803.51 

222,858.92 


2.306,336.31 


No.  31. —  AVERAGE  AMOUNTS  OF   NATIONAL  BANK  NOTES  REDEEMABLE  OUT  OF  THE 
FIVE  PER  CENT.  REDEMPTION  FUND,  AND  AMOUNTS  REDEEMED,  BY  FISCAL  YEARS. 


Redeemed 

Fiscal  year 

Average 

Total  tecehred 
for 

amount 

Fit  for  use 

Unfit  for  use 

Total 

redemption  > 

1875 

$341,227,987 

526,166.291 

5115,109,445 

5141,275,736 

5155.521,000 

1876 

323.508.340 

102,478,700 

78,643,155 

181,121,855 

209,039.000 

1877 

303,056,663 

151,070,300 

62.518,600 

213,588.900 

242,885.000 

1878 

307,342.754 

152.437,300 

51,585,400 

204,022,700 

213,152.000 

1879 

313,696,846 

112,411,800 

40,204.700 

152.616,500 

157.657.000 

1880 

323.309,058 

24,980.500 

29.861,700 

54.842,200 

61.586.000 

1881 

319,577,199 

6,763.600 

40.080.700 

46,844,300 

59.650,000 

1882 

327,964,886 

3,801.500 

53,838,500 

57,640,000 

76.089,000 

1883 

321,292,597 

15,572,100 

59.875,000 

75,447,100 

102,700,000 

1884 

311,358.660 

26,255.500 

72.260.700 

98.516,200 

126.152.000 

1885 

288.915.938 

45,634.800 

72,669,700 

118,304,500 

150,209.000 

18S6 

270.047,283 

46.701.100 

54,532.935 

101.234.035 

130,296.000 

1887 

211,731,998 

20.786.640 

30,506,030 

51,292.670 

87,690,000 

1888 

166,411,545 

17,453.780 

25.843,765 

43,297,545 

99.152.000 

1889 

147,669.610 

17,084,590 

27,443.340 

44,527.930 

88.932.000 

1890 

129.575.073 

12.590.880 

23,275,005 

35.865.885 

70,257.000 

189I 

126,571.607 

12.543,220 

27.494.445 

40,037,665 

67,461,000 

1892 

138,083.516 

16,676,700 

36.282,335 

52,959.035 

69,625,000 

1893 

150.030,040 

24,166,150 

43,394,418 

67.560.568 

75,845.000 

1894 

179.120,846 

39,893,840 

50,944.080 

90,837,920 

105.331,000 

1895 

179,668,009 

35.055,620 

40,094.540 

75,150,160 

86.709,000 

1896 

194,527.575 

46.946.190 

43.866.375 

90,812,565 

108,261,000 

1897 

211.375.647 

37,659,960 

69,014.688 

106.674.648 

113.574,000 

Total . . . 

995,131.061 

1,149,339.556 

2.144.470.617 

2.657,773.000 

>  On  failed,  reducing  and  liquidating  accounts  as  well  as  the  five  per  cent,  redemption  fund. 

579 


5  So 


REPORT  OF  THE  MONETARY  COMMISSION 


Nol  32.  — national  bank  notes   received  for   redemption  from  prominent 

CITIES  and   other    PLACES.   BY   FISCAL   YEARS. 


1877 


New  York  .   . .  '  f  76,6<^3.ooo 

Ik>stoa      I  75,212,000 

Fhi.adelphia ....  »j.9&o,ooo 

BaI:iaiorc i,8ai/x» 

ChicaffO ,  4,ic./.ooo 

Cincinoatt 2,781.000 

St.  Louis t  i,2<*2vooo 

Nrw  Orleans  . . .  185.000 

Other  places.. ..  59.751.000 

Total 342,8d3/>oo 


18^ 


%  62.790.000 

14,255.000 

t.o94/xio 

1,092.000 

4,t^uvooo 
2,56^.000 

I,I03/X» 

464,000 

ta.844,000 


»o5.33'.«»o 


1895 


10,360,000 

6,099,000 
952.000 
4,028.000 
1,705.000 
x.731,000 
389.000 
9^33,000 

86,709,000 


Z896 


\  58/>5T,ooo 

14.613.oao 

7A>i/»o 

2,068.000 

5,778,000 

3,II3/X» 

3,836 /x» 

I/3tr2,000 
12,140,000 

108,361,000 


1897 


f  65.312^000 

10,382 yOOO 
8,348,000 
I^IO.OOC 

5v*3>vooo 
1.584.000 
2,172,000 

575000 

12,100,000 


«>3»574^ooo 


Ho.  33. —  DEPOSITS     AND    SURPLUS     RESERVES    OF    NEW    YORK    CLEARING     HOUSE 

BANKS  ON   OR  ABOUT  THE   FIRST   OF   EACH   MONTH. 


189s 


I     Deposits 


Jaanarjr $549,291,400 

February |  546.965.200 

March ,  528,440,800 

April ;  504,240,300 

May 520,998,100 

Jane 566,229,400 

July '  570.436.300 

August ,  574.3(H<5<» 

September '  574.929,900 

October |  549,136.500 

November I  529^62,400 

December j  5ao,788/xw 


1896 


1897 


Surpitu 
Reserves 


$35,268,850 

36,751,500 

a8,054,5«> 

«3.4i3t45o 

«7»»33.575 
41,221.250 

34,225.925 

40'9»7.i75 
39,149.935 
22.296.175 
17.594*400 
18,613,300 


ru.*w^:*«    '      Surplus        ru««.:,-     '      Surplus 
"'P****'        Reserves        I^^P*****     '    Reserves 


5501.089,300   ; 
,     49O.447.aOO 
,     489.012,200 
I     481,795.700 
495.004*100  ' 
498.874,100 

I  499/346,900 ; 
485,0x4,000 
45«  .934,800 
454^733.100 
446,445,900 
490,634,300 


Sx  5*939.^7  5 
39,023,400 

24*442,150 
i7»oo5,975 

M.944.a75 
M.230,675 
90,338,275 
17.728,600 
8.836,200 
16.526,025 
17,463.225 
31,411,625 


*530,785/»oo 
563,331.800 
573»769.3oo 
569,226,500 
576,863,900 
575,6cx>,Qoo 
604,983.700 
623,<>45,ooo 
636,99^.000 
619.353.aoo 
6a5.339.00o 
666,278(600 


$33,286,950 
59,148.250 

57.5ao.975 
47,006.575 
48,917.625 
46,0i6.xoo 

41,384.87s 
45.7ao.150 
39.5>7.7oo 
"5.550.400 
24,971.800 
»,i«3.95o 


Ho.    34. — STATEMENT    SHOWING   VALUATIO.H    UPON    A    THREE    PER    CENT.    BASIS   OF 

OUTSTANDING   GOVERNMENT   BONDS. 
[Prepared  by  the  Govenunent  Actuary.] 


Date 


1898 

1899 
1900 

1901, 

1909 

1903 
1904 

«905 
1906 

1907 
Z908 
1909 
1910 


4  %  bonds  of  1925.  4  %  bonds  of  1907. 


Prices  at  which  3  ^ 

interest  on  investment 

will  be  realized 

February  1 


I    Prices  at  which  3  5(< 
interest  on  investment 
will  be  realized 
julyi 


118.4598 
118.0086 
117.5436 
117.0646 
116.5710 
116.0625 

"5-53^5 
114.9986 

114.4423 
113.&692 
113.2787 
112.670a 
112.0433 


107.8618 
107.0889 
106.9927 

105.4723 
104.6370 
103.7561 
102.8587 
101.934Z 
100.9815 


5  %  bonds  of  1904. 

^  Prices  at  which  3  % 
interest  on  investment 
will  be  realized 
Febrtiary  1 


110.9446 
109.3540 
107.5121 
105.7174 
103.8683 
101.9630 


Ho.  35. 
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1^5^ 
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132.54 ;. 3-— 
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^-'J 

in^4 

C2 
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s".'  12.-  0 
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^^3-3  ??•-.*•' 

S2.-^^.4S." 

4,-4-.CCv, 
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li-IC 

-4 
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4.0 
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t5 
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?0i.5oc.5-5 

^l8,5cx.-^i 

C.^^^^;.;;^ 

^.C 

1S03 

t5 

6'-..v2  2.7'^ 

I4.42x.33c.r-D           I, 

"vf  ..v-.i-t> 

ix;..<-i>.vv>.* 
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4-«> 

18^. 

6c 

61x2^.-00 
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31.33-.-*''  .^45*             I. 
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r.3v.x^,».x-<^ 
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Total. 

/Cr7.4l>7.4«' 

V  1,134.201,773,780      »'53, 

»»5.844-7»9 

^54.127»llb 

^i'M?.*?? 

4.C^ 

a  The  capital  is  for  va»Io»w  iates,  th^  amounts  at  a  imitorm  date  in  ra«  h  yrar  tK>l  brii>^{  obiaioable, 
6  Yearly  average  for  torty-iour  years.  c  lotals  lor  forty -lour  years. 


No.    36. —  CI.E.\RING    IIOL'SE   EXCHANGES    FOR    YEARS    FNMNG    .SEIT.  30,  ISS^-iSq?. 


Year 


New  York 


1SS2 46, £5^.54''. 161 

XB83 4u,29«,ir  ^.j^i 

li'84 I  34,CK^-'.  157,^^8 

1805 2t..IS-'.7-^'.44'J 

x8»v> I  3j.;74,c  v'i2..M0 

lP^S7 ■  34.87a.^-««.7S6 

i«i3 30.803, 080 ,6og 

ifeftw 34.7^.4ro'5-<^ 

i8<jo 37/f¥>.f -\  ,572 

iK<jT 3t.o5;.c.o^,770 

irt^2 ^r..27k>.gi)S..'?ti 

iJh;3 3»,42i.^-g.ft7't 

1P04 24. 7<o,i  41^,^08 

i5?g5 28.2r.4.;Tv,i.?o 

\$'J} 2'i.  t'.".  '«>4,H84 

18  J7.     .  3i.u~.7'>''048 


I  I 

Boston  I     Philadelphia 


3.751.4t/'.M01 
3,34<>,9&'i.C'>9 
3,^i4,<5S,m9 
3,<C)5.7o2.7?o 
4,«.ioS.s;65,26<) 
4,4«>8,.»tH).gg3 
4,288,878,010 
4,753.<)2g.2^8 
5,11)2.281,307 
4,7^>5.«;q4.(>^2 
4.1^)1, 1  .^/i.w7<j 
4,8^4,  "7^.7  50 
4.«>.S.iX)5,o^ 
4.6.7g. 303,02*1 
4.S<;4,ii(i.iog 
4,^52,027.911 


9.760,946.  gi>5 
3,794,181.748 
2.004,317,91.1 
a.244.i04.4'« 

a«7S  5. 875.450 

3,i8o,iS8.g3s 

3.^55. »'>'.-37 
i.WM.5yJ.o.'4 

4.3,^''•<'0^•^W 

4,w50.Sfi.i4J 
4tW7v>.tiT  3.387 
4.2t)3,50.>.4Sg 
4,54l.4;s.^.f4 
4.5<*^.';'>^  8^  \ 
4,318.121.413 


Chicago 

Tola!  for 
I ,  S. 

a.^-i.tiiii,4?'» 

^I,ov4.)s),^$^ 

a.«iL'7,o.'j.i-8 

5^.^  ;r.vy>i,u» 

3.340, I S2  ^40 

4'".»^7.4^»^'^.^'»,S 

•j.24v^,J3o.iS9 

3-,'7^*.'»*^Sn* 

a.^(x»,  <tHj.27a 

4{<,ji  1,043.771 

a  SS7..-t\v.59 

^i.i.*0,-\«4,488 

^>»i^o.."^S.^^>4 

4S.tm,('N4,os7 

3,W7.ii>8.t59 

5i.vi.4«  i.sto 

3.9i>7.^H<<  ^*vS 

5.S.S4S./-O.^o^ 

3.;7-.v>»s  s*;* 

S7.«*^«.U-.   S4 

3  07  1.1 40.047 

M.ot-.S  ,o.»«'7 

<•''   t'.''7r.t40 

^vH.<^o.(>»<-.is^ 

•J  i)  I.^X-^   .'OO 

4<;.o.-S.4</    -40 

1      3.  ;o^.''-o4.:4< 

«i.M  i,^>)>  oj8 

<  ;"< ;  .J"  ■  ^-  •» 

«.!  0--  '•>.»  114 

3  »'^'   '•  ::  » 

^4   '>    0   .J     »  «  OS 

5M 
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VO.  37. — DI5TfcIBUTIO?C   OF   5ILVX1    DOLUUtS  AT  THE    END  OF   EACH   FISCAL  YEAE. 


Jriyt 


DoCan  ta  ciiciila' 


1^7^ %      855.143 

1^79 7.^53,049 

liiSo I9o09»435 

i8b  1 2&.b27,<>53 

I^»2 3««990,9<)4 

ii^^3 35.34i,J^iK) 

l^^4 39.794*913 

i^**5 3M7I.269 

I  *>>o 52^69,720 

i^'*7 55p50<>.U7 

i^>^ 55,545.303 

i^^ 54.4«7»967 

I&M) 56,166.356 

iJ>9i 57,6J>  3,041 

1892 56.799,484 

i**^? 57.029.743 

1^4 51,191,377 

|}>Q5 5i.Q%3,i62 

1^96 52.175.998 

1897 52,001,202 

Dec.  31,  1897.  61,491,073 


^ by 

circnjatioa 


I  7,080 

414,4^ 
3,7S9.569 

39.110,;  29 

54,506,000 

72,620,686 

96,427,01 1 

101,530,946 

S2),  1 1 6,225 

142,118,017 
200,387,376 
257,102,445 
297,210.043 

307.364,148 
326,880,803 
326,489.165 
327,094,381 
319.731.752 
33»,259,509 
358.336,368 
376.695,592 


Net  sirrer  doZlais  ia 
(he 


I  7.711,277 
27.732.871 
38.635.746 

23,433.993 
32,647,726 

39,293.333 
39.133.905 
03,882,166 

93.  "37.34 1 
69.365,953 
43.776,111 
21,982,238 
16,050,067 
16,820.239 
6.909,978 
6,357.936 
15,221,619 

29,344,617 

37.195.930 

30.589,515 
12,686,909 


Total  sihrrr 

ID 


%       8.573,500 
35.801,000 

03,734.750 

91,372,705 

119,144,780 

147,255.899 

"75.355.829 
203,884,381 

233.723.286 

266,990,117 
299,708.790 
333.502,050 
369,426.466 
405,659.208 
413,988,735 
419.332,450 
419.333,208 
423,289,219 
430,790,041 
451.993.742 
455.818,122 


GEXERAL    IXDEX 


Act  of  June  28, 1834^  reduces  weight  of 

gold  coins,  no. 
Act  of  January  18^  i8j7^  makes  slight 

change  in  coins  and  establishes  pres> 

ent  gold  standard,  no. 
Act  of  i6s3  reduces  weight  of  subsidiary 

coins,    114;     restricts    legal-tender 

power  of  subsidiary  coins,  115. 
Act  of  Juty  ly,  iS6t,  authonzes  loan  of 

S2^o.ooo,ooo    in    bonds  or  interest 

bearing,  or  demand.  Treasury  notes, 

399. 

Act  of  August  J,  iSdtf  alters  lowest  per- 
missible denomination  of  Treasury 
notes,  400;  relaxes  Independent 
Treasury  Act,  401. 

Act  of  February  2St  1862^  aothorizes  first 
issue  of  U.  S.  notes,  410. 

Act  of  July  it^  tSt2^  greenbacks  issued 
under,  26. 

Act  of  January  26,  i86j,  authorizes  third 
issue  of  legal-tender  notes,  413. 

Act  of  February  ^5,  /56j,  establishes 
National  Banking  System,  iq8;  dis- 
approved by  New  York  Clearing- 
House  Committee,  200. 

Act  of  March  j,  1863^  greenbacks  issued 
under,  25. 

Act  of  March  j,  1864^  provides  for  new 
system  of  bank  reports,  356. 

Act  of  June  3,  1864^  restricts  issue  and 
legal-tender  qualities  of  national 
bank  notes,  etc.,  27 ;  principal  pro- 
visions of,  201. 

Act  of  June  77,  §864,  prohibits  specula- 
tion in  gold,  415M. 

Act  of  March  j,  t86s,  regulates  appor- 
tionment of  notes,  203 ;  levies  tax  on 
notes  of  state  banks,  203. 

Act  of  March  is%  1863,  taxes  notes  of 
state  banks,  376. 

Act  of  April  t2y  J 866,  limits  withdrawals 
of  U.  S.  notes,  417. 

Act  of  February  4^  1868,  suspends  power 
of  Secy,  to  withdraw  (J.  S.  notes,  419. 

Act  of  March  t8^  i86g.  United  States 
notes  to  be  paid  in  coin.  26 ;  forbids 
loaning  of  money  on  U.  S.  notes,  422. 

Act  of  March  3,  /86q,  changes  system  of 
bank  reports,  356ir. 

Act  of  March  i8y  i86g,  pledges  faith  of 


U.  S.  to  payment  of  bonds  in  coin, 
111,420. 

Act  of  July  12, 18/ o,  increases  maximum 
issue  of  national  bank  notes,  204; 
provides  for  further  issue  of  national 
bank  notes,  422. 

Act  of  July  14,  1870,  provides  for  pay- 
ment of  bonds  in  **coin,*'  112;  rate 
of  interest  on  bonds  limited  by  terms 
of,  195;  provides  for  refunding  bonds, 
420. 

Act  of  February  13,  1873,  confirms  gold 
standard,  ill. 

Act  of  June  20^  1874,  provides  for  with- 
drawal of  national  bank  notes,  205  ; 
makes  new  provisions  for  redemp- 
tion, 211-12. 

Act  of  January  14,  tSyj*  follows  act  of 
1870  in  treatment  of  bonds,  112; 
bullion  purchased  under,  1401V,*  rate 
of  interest  on  bonds  limited  by  terms 
of,  195  ;  removes  absolute  limitation 
on  national  bank  notes,  20b ;  antici- 
pated effect  of,  207 ;  failure  to  oper- 
ate as  expected,  207;  contraction 
under,  20S. 

Act  of  April  17, 1876,  provides  for  redemp- 
tion of  fractional  currency,  429. 

Act  of  July  22, 1876,  deprives  trade  dollar 
of  legal -tender  quality*,  1371V. 

Act  of  February  28, 1878,  requires  monthly 
purchase  of  silver  bullion  for  coin> 
age  purposes,  24;  amount  pur- 
chased under,  24;  prohibits  retire* 
ment  of  U.  S.  notes,  43;  authorizes 
coinage  of  silver  dollar,  but  does  not 
alter  standard,  1 1 1 ;  history  of  pas- 
sage of,  1 39-140;  purchases  of  silver 
bullion  under,  140;  effect  of,  220. 

Act  of  May  31, 1878,  prohibits  cancella- 
tion or  retirement  of  U.  S.  notes,  27; 
makes  further  retirement  of  U.  S. 
notes  unlawful,  429. 

Act  of  June  Q,  /87Q,  raises  legal -tender 
power  of  subsidiary  coin  to  $10, 1 1 5 ; 
provides  for  exchange  of  subsidiary 
coins  against  lawful  money,  115. 

Acts  of  July  12,  1882,  gold  certificates 
under,  25 ;  bond  deposit  requirement 
repealed  by  Commission's  bill,  66; 
provides  for  withdrawal  of  bonds  by 
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banks  of  $150,000  or  less  capital,  209; 
(irst  ofBcially  recognized  ^q\^  re- 
serve, 432. 

Act  of  August  7,  1882,  free  transporta- 
tion of  Sliver  coin,  24;  provides  for 
free  transportation  of  silver  dollars, 
141/f. 

Act  of  March  j,  /5«?7,  provides  for  re- 
demption of  trade  dollar,  137^. 

Act  of  July  14^  j8gOy  requires  monthly 
purchase  of  4,500,000  ounces  of  fine 
silver  bullion,  24;  purchasing  clause 
repealed,  24;  amount  purchased  un- 
der, 24  ;  declares  it  to  be  policy  of 
U.  S.  to  maintain  parity  of  gold  and 
silver,  25;  amount  of  notes  issued 
under,  26;  Commission  recommends 
changes,  63;  establishes  parity  or 
gold  and  silver  at  existing  ratio,  123; 
orders  purchase  and  coinage  of  silver 
bullion,  142;  effect  of,  220. 

Act  of  September  26 ^  iSqo,  discontinues 
coinage  of  gold  dollar,  but  does  not 
alter  standard,  iii;  Commission 
urges  suspension  of  all  further  com- 
age  of  silver  purchased  under,  1 27-28. 

Act^of  November  /,  18(^3^  repeals  pur- 
chasing clause  of  Act  of  14th  July, 
1890,  24;  will  maintain  parity  of 
gold  and  silver  through  international 
agreement,  25;  discontinues  pur- 
chase of  silver  and  requires  mainte- 
nance of  parity,  123;  purchases  of  sil- 
ver bullion  under,  143;  repeals 
purchasing  clause  of  Sherman  Act, 
144. 

Alabama:  early  ownership  of  bank  stock 
in,  285;  note  issues  of  bank  of,  288. 

Allison^  Senator:  reports  bill  for  free 
coinage  in  1877,  139. 

Apportionment  of  Notes :  increased  inelas- 
ticity of  national  bank  currency,  203; 
regulations  elaborately  prescribed  by 
Act  of  March  3,  1865,  203;  dissatis- 
faction with,  204;  re -apportionment 
by  Act  of  July  12, 1870,  204. 

Arkansas:  case  of  trade  with  New  York, 
155-56;  early  ownership  of  bank 
stock  in,  285. 

Assessments  on   Shareholders:  object   of, 

234. 
Assets^  Commercial :  free  from  objections 

to  bond  deposit  as  basis  for  notes, 
23 1;  will  furnish  basis  for  elastic 
note  issue,  231;  use  as  basis  for  notes 
does  not  decrease  community's  cap- 
ital, 232;  security  of  as  basis  for 
notes,  233;  character  of  is  the  im- 
portant point,  233;  amount  of  held  by 
national  banks,  23497;  instances  of 


as  basis  for  bank  issues,  277-308; 
early  experience  with  in  U.  S.,  why 
ignored.  284;  why  misunderstood, 
291;  general  success  of  early  systems 
based  on,  302;  peculiarities  of  s\'s- 
tems  based  on  in  New  England,  302- 

303. 
Austria:  demand  of  for  gold,  how  afiFects 

u.  s.,  43^37. 

Austria  Hungary y  Bank  of:  method  of 
note  issue,  280;  reserve  requirements 
of,  348x7;  pays  tax  on  excess  circu- 
lation, 368. 

Baltimore:  issues  clearing-house  certifi- 
cates in  1893. 

BcUtimore  Plan:  provisions  concern  leg 
bank  taxation,  366. 

Bank  Act,  of  1844,  English:  shows  result 
of  fear  of  expansion,  185. 

Bank  Act  of  1880,  Canadian:  provisions 
of,  282. 

Bank  Circulation  Redemption  Fund:  see 
Safety  Fund,  Canadian, 

Bank,  Commercial:  is  cooperative,  161; 
as  safe  place  of  deposit,  16 1;  creates 
medium  of  exchange,  161 ;  character* 
ized  by  creation  of  demand  depos- 
its, 162-63;  increases  efficiency  of 
capital,  162;  extent  of  loaning  power, 
163;  responsible  for  quick  converti- 
bility of  deposits,  163-64. 

Bank  of  the  U.  S.,  First:  retirement  opens 
new  field  for  speculative  banking, 
296. 

Bank  of  the  U.  S.,  Second:  note-circula- 
tion little  less  than  deposits  of,  1 74; 
struggle  over  re -charter  concentrated 
attention  on  bank-notes,  174;  effort 
of  to  enforce  redemption,  290-91 » 

Bankers:  responsible  for  character  of 
bank  assets,  164;  would  be  vigilant 
if  responsible  for  the  notes  of  others, 
268;  self-interest  of,  the  controlling 
force  in  redemption,  325. 

Banking  in  the  U.  S.:  history  of.  how 
divided,  284;  defective  methods  of 
early,  285-92;  early  speculative  char- 
acter of,  286-87;  early  failure  of  to 
protect  note-holders,  288;  lack  of 
-  uniformity  in  early,  288;  early  oppor- 
tunities for  expansion  of,  288;  spec- 
ulative period  draws  to  a  close,  291; 
characteristics  of  sounder  period  of, 
294-95;  characterized  by  large  num- 
ber of  independent  institutions,  376- 

77. 
Banking  and  Currency,    Committee  on. 

hears    arguments    for  Commission's 

bill,  14. 
Banking,  Free:  perfect  system  of  beyond 
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reach,  178-79;  in  New  York,  297-98; 
in  Illinois,  299;  in  Indiana,  299;  in 
Michigan  and  other  states,  300;  may 
necessitate  more  minute  superintend- 
ence of  banks,  352. 

Banks:  early  functions,  81 ;  deposit-cur- 
rency of,  8i;  loan  only  on  quick 
assets,  84;  liability  form  dependent 
on  clientele,  165;  function  in  turning 
property  into  means  of  payment,  168; 
relation  to  business  community,  169- 
70;  can  perform  currency  function 
by  deposits  as  well  as  by  notes,  170; 
furnish  expanding  medium  of  ex- 
change, 172;  should  be  able  to  pro- 
vide the  kind  of  currency  desired  by 
community,  178-79;  can  best  perform 
functions  when  allowed  to  choose  lia- 
bility-form freely,  178-79;  could  not 
issue  notes  at  will,  179;  legitimate, 
would  not  be  much  in  debt,  180; 
loans  beyond  capital  limited  by  de- 
posits and  notes,  181;  will  loan  only 
on  supposedly  valuable  property, 
184;  redemption  should  be  exacted 
of,  184;  may  mistake  character  of 
collateral,  184-85;  attempt  to  keep 
business  on  sound  basis,  184;  must 
loan  more  than  own  capital,  186-87; 
find  investment  in  national  bonds 
unprofitable,  187;  make  profit  from 
what  source,  274;  would  not  pay  out 
each  other's  notes  under  Commis- 
sion's plan,  325-26. 

Banks,  American:  use  silver  to  pay  cus- 
toms, 127;  refuse  to  use  silver  in 
clearinghouse  transactions,  14T; 
character  of  reserves  held,  146;  fear 
that  they  cannot  get  gold,  146;  how 
banks  might  use  Treasury  reserve, 
147;  would  obtain  gold  easily,  147; 
sources  whence  they  could  obtain 
gold  147-48;  why  and  how  gold  is 
deposited  with,  149;  proportion  of 
reserves  to  liabilities,  how  regulated, 
151;  may  obtain  gold  by  proper  ex- 
pedients, 152-53;  current  methods  of 
attracting  gold,  153;  interior  banks 
obtain  gold  easily,  153-54;  fear  that 
note-issuers  would  have  to  furnish 
gold,  153;  demand  for  gold  shifted 
to  New  York  banks,  154;  would  re- 
tain gold  by  raising  rate  of  discount, 
155;  unequal  working  of  bond  de- 
posit in  different  sections,  190;  com- 
putation showing  different  amounts 
of  notes  issued  by  country  banks 
in  different  sections,  192;  Western 
have  low  circulation,  iqi;  Eastern 
have  comparatively  large  issues,  191 ; 


nearly  all   independent   institutions, 
376-77;    hostile  to  government   de- 
mand-notes, 400;   Secretary  author- 
ized  to   deposit  with,  in  1861,  401; 
best  able  to  loan  to  government  in 
1861,   401-2;   consultation    of,  with 
Secretary  Chase  in  1 861.  402;  desire 
that   Chase  shall  deposit  with,  402; 
dangerous  situation  of,  in  1861,  403-4; 
suspension  by,  in  1861,  404;  oppose 
issue  of  legal  tender  notes,  406;  offer 
substitute  plan,  406-7;  agree  with  Mr. 
Chase    on    plan,   407;    how   embar- 
rassed by  speculation  in  U.  S.  notes, 
422;  if  left  free  would  lower  rate  of 
interest  through,  competition,  485-86; 
"saving  of   interest"  on  U.  S.  notes 
could  as  well  be  made  through  notes 
of.   485-86. 
Bank  Fund:  see  Safety  Fund,  New  York, 
Bank  Issues:  compared  with  government 
issues,  390-91;   why  most  desirable, 
391-92;  respond  to  needs  of  trade, 
392;  advantages  of,  stated  by  Sec- 
retary Chase,  395-96. 
Banks,  Branch  :  see  Branch  Banks, 
Banks,  City:  make  profit  without  issuing 
notes,  165;  relatively  better  off  than 
country   banks,   189;    can    loan    on 
lower    interest    than    country,    189; 
obliged  to  hold  25  per  cent,  of  lia- 
bilities in  cash,  202;  may  redeposit 
one-half  of  the  25  per  cent,  in  New 
York,  202;  offer  interest  on  deposits 
to  country  banks,  213;  would  not  be 
contributors  to  Commission's  Guar- 
anty Fund  unless  they  issued  notes, 
267;  how  affected  relatively  to  coun- 
try   banks    by    Commission's  plan, 
273-76;  might  issue  more  notes  un- 
der Commission's  plan,  275-76;  de- 
rive unfair  advantage  from  present 
circulation  tax,  364-66. 
Banks,  Country:   customers  of,  demand 
note-currency,  165;  at  disadvantage 
relatively  to  city  banks,  189;  estimate 
of  financial  situation  of,  189-90:  can- 
not issue  where  interest  is  high,  190- 
91 ;    computation  showing  compara- 
tive issues  of,  in  different  sections, 
192;  obliged  to  hold  15  per  cent,  of 
liabilities  in  cash,  201;  may  redeposit 
three-fifths  of  the  15  per  cent..  201; 
obliged  to  redeem  in  some  one  of  cer- 
tain specified  cities,  202;  fear  that 
they  might  become  tributary  to  New 
York,  211;  induced   to  deposit  with 
city  banks  by  offer  of  interest,  213;  de- 
mand deposits  with  New  York  banks 
in  1873,  215;   demand  deposits  with 
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New  York  banks  in  1 890,  2x9;  how 
affected  relatively  to  city  banks  by 
Commission's  plan,  273-76;  unfor- 
tunate situation  under  present  sys- 
tem, 275;  relieved  by  Commission's 
plan,  275;  injustice  of  circulation  tax 
to,  364-66. 

Banks,  Foreign:  issuers  of  notes  based  on 
general  assets,  277-84. 

Banks,  Gold:    origin  and    object,    204- 

205«. 

Banks,  Private:  early  sprang  up  in  great 
numbers,  287;  nature  of,  369;  limita- 
tions of,  370. 

Banks,  Savings:  not  commercial  banks, 
161;  restricted  in  investments,  161- 
62;  deposits  in  not  currency,  163. 

Banks,  Smail:  numerous,  a  characteristic 
of  banking  system  of  the  U.  S., 
376;  if  smaller  would  not  have  been 
efficient,  378 ;  views  of  Professor 
Dunbar  on,  378-79«,*  how  affected 
by  branch  banks,  385-86. 

Banks,  State:  old,  did  not  buy  U.  S. 
bonds,  194;  disliked  national  system 
at  outset,  199-200;  come  into  na- 
tional system  slowly,  202;  act  of 
March  3,  1865,  levies  tax  of  10  per 
cent,  on  notes  of,  203;  history  of 
certain,  284-308;  limits  to  capital  of, 
369;  more  flexible  in  distribution 
than  the  national,  370;  statistics  of 
capital  of,  372-73;  branches  permit- 
ted but  not  organized,  376;  capital 
of  failed,  249;  would  not  have  ad- 
vantage over  national  under  Com- 
mission's plan,  27 1;  depositors  would 
not  prefer,  272-73. 

Baring  Bros.:  effect  of  failure  of,  219. 

Battle,  Kemp  P.,  Professor:  views  on  bank 
examinations,  359M. 

Belgium,  Bank  of:  security  of  note-issues 
of  278-79;  branch  bank  system  of, 

383. 
Bills  of  Exchange:  origin,  80. 

Bimetallism:  international,  must  be  aban- 
doned, 33;  results  in  single  standard, 
98;  no  solution  of  standard  question, 
97;  impracticable,  97. 

Bland:  introduces  bill  for  free  coinage  in 
1876,  139. 

Bland-Allison  Act  (act  of  February  28, 
1878);  provisions  of,  433;  evil  results 

of.  433-35. 
Bond-deposit:  not  required  in  Commis- 
sion's bill,  66;  original  provisions  of 
national-bank  act,  199,  201;  required, 
reduced,  295-206;  felt  to  be  a  hard- 
ship by  small  banks,  208-9;  re- 
duced by  act  of  July  12,  1882,  209; 


system  of,  decreases  community's 
capita],  225;  how  heightens  rate  of 
interest,  226-27;  rigidity  of  system 
of,  227;  renders  note-issue  useless 
at  present,  228;  actual  working  in 
national  banking  system,  228-^911/ 
delays  caused  by,  229-30;  not  the 
only  safe  system,  235;  losses  minute 
under  national  system  even  had  there 
been  none,  259;  development  of  in 
New  York,  285;  history  of  in  New 
York,  297-98;  in  Illinois,  299;  in  Indi- 
ana, 299;  in  other  states,300;  defective 
character  of  early  systems  of,  300;  in- 
jurious influences  of  early  systems  of, 
301. 

Bond  Syndicate:  nature  and  operations 
of,  442. 

Bonds:  character  of,  used  by  state  bank 
systems,  236. 

Bonds,  United  States:  made  redeemable  in 
"coin,'*  111-12;  "  coin  "  should  mean 
gold,  112;  Secretary  should  be  al- 
lowed to  sell,  127;  average  rate  of 
return  on,  less  than  3  per  cent.,  187; 
requirement  to  deposit,  reduces  not 
doubles  banking  proflts,  187;  4  per 
cents  of  1907  chiefly  used  as  basis 
for  notes,  valuation  on  3  percent, 
oasis,  188;  not  bought  by  old  state 
banks,  194;  price  affects  willingness 
of  national  banks  to  issue  notes,  194; 
changes  in  price,  how  caused,  194; 
price,  how  affects  national  bank 
profits,  195-96;  when  issued  to  re- 
plenish reserve,  should  be  short-term, 
196;  should  be  equalized  on  3  per 
cent,  basis,  196;  necessity  of  im- 
proving market  for,  during  Civil  War, 
197;  used  as  foundation  of  national 
banking  system,  198;  to  be  trans- 
ferred by  banks  to  Treasurer  of  the 
U.  S.,  201;  requirement  to  deposit 
felt  to  be  a  hardship  by  small  banks, 
208-9;  required  deposit  reduced  by 
Act  of  July  12,  1882,  209;  have  fur- 
nished secure  basis  for  bank  notes  for 
35  years,  224;  will  soon  be  unavailable 
as  basis  for  issues,  225;  price,  how 
regulates  note  issues,  227;  high  value 
of  has  inspired  confidence  in  national 
banks,  301;  note-issue  hampered  by 
requirement  to  deposit,  378;  issue  of, 
authorized  by  act  of  August  5, 1861. 
399;  of  1 86 1  to  be  paid  for  in  coin. 
402;  sale  slow  in  1 861,  403;  selling 
below  par  when  legal-tender  act 
was  passed,  406;  issue  of  more  sug- 
gested by  banks  in  1862.  406;  failure 
to  grant  Secretary  power  to  sell  at 
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market  value,  cripples  Chasers  plan, 
407;  should  have  been  issued  instead 
of  U.  S.  notes,  407-^;  Chase  sug- 
gests that  U.  S.  notes  be  no  longer 
funded  into,  413;  controversy  over 
kind  of  payment  for,  419-20;  pay- 
ment in  coin  pltrdged  420;  refunded 
into  coin  bonds,  420;  sales  of  by  Sec- 
retary Sherman,  430;  sold  by  Treas- 
ury in  1894,  440-41;  in  1895,  442; 
in  1896,442-43;  loss  on  due  to  U.S. 
notes,  482-83;  Commission  recom- 
mends grant  of  authority  to  Secre- 
tary to  sell,  487. 

Borrower:  must  bear  weight  of  tax  on 
banks,  362-63. 

Boston:  clearing  house  of,  issues  cer- 
tificates in  1890,  220;  in  1893,  221; 
banks,  how  interested  in  Suffolk  re- 
demption system,  331-32. 

Branch  Banks:  not  permitted  by  na- 
tional bank  act,  376;  hardly  found  in 
the  U.  S.,  376-77;  how  connected 
with  note-issue  function,  377;  estab- 
lishment, how  determined,  379; 
would  permit  better  distribution  of 
funds,  380;  effect  of  bad  manage- 
ment, 381;  expense  of,  38 1;  what 
coin  reserves  are  required  by,  382; 
systems  of  various  countries,  382-83; 
how  would  assist  West  and  South, 
383-86;  would  be  inexpensive,  383; 
would  decrease  interest  rates,  384; 
would  facilitate  payments,  384; 
would  not  be  liable  to  failures,  385; 
would  be  unlikely  to  lead  to  monop- 
oly, 385;  summary  of  advantages  of, 
386. 

Building  &*  Loan  Associations:  deposits 
in  not  currency,  163. 

Bullion,  Silver:  Treasury  holding  should 
not  be  coined,  128;  on  hand  in  1878, 
i^on;  ordered  purchased  by  Treas- 
ury, 139-40,  142;  amount  purchased, 
140,  143;  purchase  suspended  in 
1893,  144;  amount  coined,  140,  143, 
144. 

Bush,  Thomas  G»:  named  member  of 
Commission,  11:  defends  Commis- 
sion's bill,  14;  banking  system  com- 
mittee, II. 

California:  maintains  gold  payments, 
1862-1879, 135;  bank  capital  and  cir- 
lation  in,  371. 

Canada,  Banks  of:  methods  of  note-issue, 
282-84;  satisfactory  service  of  sys- 
tem, 283;  elasticity  of  note  issues, 
318-19;  system  of  redemption  in, 
328-29;  views  of  D.  R.  Wilkie  on  re- 
demption in,  329-3011;  uniformity  of 


note -issues  of,  how  secured,  343;  re- 
serve requirements  of,  348ff/  system 
of  reports  of,  353;  branch  system  of, 
383;  interest  rate  of,  more  uniform 
than  in  U.  S.,  384-85;  notes  of  failed, 
bear  mterest,  262«. 

Capital:  of  national  banks,  how  regu- 
lated, 201;  decrease  since  1890,  223; 
of  failed  banks,  249;  of  early  Ameri- 
can banks,  inadequate,  285-86;  taxa- 
tion of,  362;  tax  on  will  be  shifted 
to  borrower,  362-63;  of  banks  of  the 
U.  S.,  classified,  369;  more  bank 
needed  in  South  and  West,  37 1;  sta- 
tistics of  bank  in  the  U.  S.,  372-73. 

Carlisle,  Secretary:  letter  on  redemption, 
123-2411. 

Certificates,  Clearing-house:  issued  in 
New  York  in  1873,  215-16;  charac- 
ter of,  2\tn;  issued  in  New  York  in 
1884,  218;  issued  in  New  York  in 
1890,  219-220;  in  Boston  in  1890, 
220;  in  Philadelphia  in  1890,  220;  in 
New  York  in  1893,  22 1;  in  Phila- 
delphia in  1893,  221;  in  Boston  in 
1893,  221;  in  Baltimore  in  1893,  221; 
in  Pittsburg  in  1893,  221. 

Certificates,  Currency:  description  of,  89. 

Certificates,  Gold:  description  of,  88. 

Certificates,  Silver:  description  of,  89; 
small  denominations  authorized,  121, 
142;  should  be  only  kind  of  paper  in 
low  denominations,  125;  at  first  not 
issued  in  denominations  above  $10, 
141;  issue  kept  circulation  redun- 
dant, 218. 

Certificates,  s  per  cent.:  effect  of  with- 
drawal of,  204. 

Charters,  Bank:  expired  in  large  numbers 
about  1883-4,  20Q. 

Checks,  Bank:  to  what  extent  used,  90; 
value  of,  rests  on  commercial  assets 
of  banks,  234-35;  taxation  of,  361-62; 
use  of  not  general  in  small  places, 
369;  charge  for  cashing  avoided 
under  branch  bank  system,  384. 

Chandler,  Senator:  introduces  resolution 
against  legal  tenders,  411. 

Chase,  Secretary:  on  comparative  merits 
of  government  and  bank  issues,  395- 
97;  borrows  on  Treasury  notes,  399; 
desires  to  borrow  of  banks,  401-2; 
consults  with  eastern  banks,  402;  de- 
sire of  for  national  currency,  404; 
plan  for  national  banking  system, 
405;  desires  that  all  banks  buy  U.  S. 
bonds  as  basis  for  notes,  405;  ai^rees 
with  banks  on  substitute  for  legal - 
tender  notes,  407;  legal -tender  bill 
brought  before  Congress  in  accord 


588 


KKPORT  OF  THE  MONETARY  COMMISSION 


with  wish  of,  408;  opinion  on  con- 
stitutionality of  legal  tenders,  409; 
abks  for  more  notes,  41 1;  request  for 
more  causes  alarm,  41 1;  asks  no 
more  notes  after  second  legal  ten- 
der act,  412;  suggests  national 
banking  system  and  sale  of  bonds, 
412-13;  opposes  further  issue  of  le- 
gal tenders,  413;  admits  inexpedi- 
ency of  increasing,  414. 

Chicago:  place  in  reserve  system,  349; 
bank  circulation  tax  in,  365. 

Circulation:  decrease  of  national  bank, 
'75-77;  cannot  be  properly  regu- 
lated by  law,  178;  amount  and  kinds 
of,  settled  naturally,  178;  amount  of 
national  bank,  how  limited,  201. 

Civil  War^  Cost  of:  increased  by  issue  of 
U.  S.  notes,  415;  basis  of  estimate  as 
to  increase  of,  due  to  U.  S.  notes, 
445-46;  actual  increase  in,  due  to 
use  of  U.  S.  notes,  459-61. 

Clearing  House:  of  New  York  accepts  re- 
port adverse  to  national  banking  sys- 
tem, 200;  of  New  York  issues  certifi- 
cates in  1873,  215-16;  committee 
of  New  York  advocates  cessation  of 
interest  payment  on  deposits,  216;  of 
New  York  issues  certificates  in  1884, 
218;  of  New  York  issues  certificates 
in  1890,  220;  of  Philadelphia  and  of 
Boston  issue  certificates  in  1890,220; 
exchanges  of  London,  314. 

Clearing  House,  New  York:  government 
becomes  member  of,  430;  agrees  to 
receive  U.  S.  notes,  430. 

Clearings:  represent  only  part  of  work 
done  by  deposit  currency,  23511. 

Clerks:  wages  of,  how  affected  by  U.  S. 
notes,  474. 

Coe,  George  S.:  on  depositing  public 
funds  with  banks  in  1861,  402. 

Coin:  question  as  to  redemption  of  bonds 
in,  420;  doubt  as  to  meaning  of, 
433;  means  gold,  433. 

Coin  Foreign:  why  used  as  small  change 
in  U.  S.J  114. 

Coins,  Minor:  description  of,  88. 

Commission,  Congressional:  sought  by 
Exec.  Com.,  14;  requested  by  Presi- 
dent, 14;  bill  for,  introduced  in 
House,  14;  Senate  opposes,  14. 

Commission,  Monetary:  number,  rules  for 
organization  determined  by  Mone- 
tary Convention,  9;  selected  by  Exec. 
Com.,  11;  first  meeting,  organization 
committees,  1 1;  interrogatories  and 
circular  letter  sent  out,  ii;  adjourns, 
II;  reconvenes,  13;  adjourns  sine  die 
Dec.  17,  14;  makes  public  prelimi- 


nary report,  14;  plan  endorsed  by 
Convention,  15-16;  tendered  vote  of 
thanks,  18;  record  appreciation  of 
Assistants'  work,  18;  preliminary  re- 
port of,  20;  recommends  definite  dec- 
laration as  to  the  standard,  iii; 
recommends  retirement  of  small 
notes  except  silver  certificates,  124; 
urges  direct  redemption  of  silver  dol- 
lar, 126;  plan  of  seeks  uniformity 
of  metallic  money,  126;  gives  Secre- 
tary power  to  sell  bonds,  127;  urges 
suspension  of  silver  coinage,  127-28; 
postpones  sale  of  silver  dollars,  128; 
treats  Treasuiy  notes  as  greenbacks, 
129;  guaranty  fund  recommended  by, 
244-46;  working  of  plan  of,  260-76; 
object  of  plan  of,  260-61;  provision 
of,  for  issue  of  notes,  261;  for  tax  on 
notes  and  for  guaranty  fund,  261, 
262,  268  ;  for  stockholders  liability, 
269;  plan  of,  will  work  in  interest 
of  rural  communities,  275  ;  banking 
plan  of,  resembles  Canadian  most 
closely,  282;  working  of  present  re- 
demption system  under  Commission's 
plan,  340 ;  provisions  of  plan  of  for 
securing  uniformity,  344;  provisions 
against  counterfeiting,  345;  recom- 
mends holding  of  definite  gold  re- 
serve by  banks,  335-51;  recommen- 
dations concerning  bank  reports, 
357;  suggestions  as  to  bank  tax,  268, 
366;  how,  provides  for  banking  wants 
of  West  and  South,  386;  recommends 
establishment  of  division  of  issue 
and  redemption,  487;  recommends 
low  denomination  bond.s,  487;  recom- 
mends inscription  on  books  of  Treas- 
ury, 48711. 
Commissioners,  Bank:  of  Massachusetts, 
discuss  nature  of   deposit  currency, 

172-73. 
Commission's  Bill:  introduced   in   House 

of  Representatives,  14;  defended  be- 
fore Com.  on  Banking  and  Currency, 
14;  provisions  of,  compared  with  ex- 
isting laws,  46;  bill  as  introduced  in 
Congress,  60;  regulates  National 
Banks,  65-66. 
Comptroller  of  the  Currency:  duties,  in 
Commission's  Bill,  68-69;  made  head 
of  bureau,  72;  figures  for  deposit  cur- 
rency, 175;  diagram  given  by  repro- 
duced, 206;  lessons  from  diagram 
given  by,  177-78;  function  of,  201; 
urges  need  of  suitable  redemption 
system,  210-11;  may  appoint  bank 
receiver  if  reserve  is  not  maintained, 
350;  should  have  power  to  call  for 
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bank  reports,  357;  should  be  author- 
ized to  make  examinations  adequate, 
359;    credit,     inquiry  on,   in    1896, 

374. 

Conference^  Monetary:  called  by  Indian- 
apolis board  of  trade,  5;  issues  call 
for  a  Monetary  Convention  of  busi- 
ness men*  6. 

Convention^  Monetary:  called  by  Mone- 
tary Conference,  6;  assembles  and 
holds  two-day  session,  Jan.  1 2- 14, 
1897,  8;  membership  300,  8;  votes 
appointment  of  Commission,  9;  gives 
powers  to  Exec.  Com.,  9;  reconvenes 
to  hear  Exec.  Com.  report,  I4;  votes 
endorsement  of  Commission's  plan, 
15;  unanimous  vote  of  thanks  to 
Commission,  18;  receives  preliminary 
report  of  Commission,  20. 

Congress:  provides  for  redemption  of 
trade  dollar,  137M;  fear  that  Congress 
might  mterfere  with  national  banks, 
199;  opposed  to  further  issue  of  legal- 
tender  notes,  4 1 4;  gives  pledge  not 
to  increase  volume  of  legal  tenders, 
414;  authorizes  Secretary  to  sell  sur- 
plus gold,  4I4«;  hostile  to  resump- 
tion, 417 ;  influenced  by  inflation 
movement,  428-29;  raises    soldiers' 

pay,  475- 
Connecticut:  limitation  on  note  issues  in, 
303;  early  provisions  for  stockhold- 
er's liability,  30491 ;  protection  of 
note-holder  in,  305;  redemption  in, 
327-289;    measurement  of  reserves 

in,  347. 

Consols:  placed  by  inscription,  37.  See 
also  Inscription, 

Contraction:  impossible  while  deposit- 
currency  is  unhampered,  176-77;  un- 
der the  Resumption  Act,  208;  feared 
after  1865,  416;  debate  on,  417;  fear 
of,  stimulated,  417;  rise  of  U.  S.  notes 
exaggerates  fears  of,  42 1;  fall  of 
prices  after  the  war  not  due  to,  467. 

Contracts:  often  require  legal  interpreta- 
tion, 131;  payable  in  any  legal  tender 
money,  I3iff;  amount  of  past  con- 
tracts to  be  paid  in  legal  tender 
money  inconsiderable,  136. 

Comwelly  W,  C:  appointed  member  Exec. 
Com.,  10. 

Cost  of  Production:  greatly  reduced  in 
recent  years,  94. 

Counterfeiting:  how  provided  against  in 
Commission's  plan,  345. 

Crawford^  M.  L, :  member  Exec.Com.,  10. 

Credit:  lessened  use  if  standard  of  value 
be  lowered,  33;  undue  expansion  of, 
causes  panics,  48. 


Creditor:  relation  to  debtor,  105. 

Crisis  of  I S^s:  causes  of,  423;  effect  on 
L*.  S.  notes,  423;  calls  attention  to 
defects   of  deposit   reserx^e    s}-stem, 

214-15. 

Crisis  of  iSqo:  how  brought  on,  220;  re- 
covery from,  220-21. 

Crisis  of  I Sqs:  how  induced,  220-21; 
course  of,  221;  national  bank  notes 
inelastic  during,  221. 

Crops:  effect  on  foreign  trade  after  1S90, 
220;  marketing  necessitates  elasticity 
of  currency,  310;  use  of  funds  re- 
ceived for,  312-13;  need  for  notes  in 
marketing,  313;  present  method  of 
supplying  currency  for  use  in  mar- 
keting, 321-22. 

Currency,  Bank:  bad  condition  of  at 
opening  of  Civil  War,  1 07. 

Currency  Certificates:  outstanding,  27;  to 
be  retired  when  redeemed,  52,  64. 

Currency,  Government:  origin,  82;  sub- 
stitution of  for  bank  notes,  not  to 
be  viewed  with  indifference,  17S;  is- 
sue of  not  originally  a  plan ^  of  Mr, 
Chase,  197. 

Currency,  Paper:  to  what  extent  used,  00 ; 
bad  condition  of,  at  opening  of  Civil 
War,  197. 

Currency  Reform:  need  for,  3,  5,  8;  plan 
of  Commission,  15-16,21;  nine  de- 
fects of  existing  system,  28-29;  prop- 
ositions in  detail,  34-36,  49. 

Currency,  U.S.:  present  in  circulation, 
23-28;  danger  involved  in  present 
system,  44. 

Customs:  gold  payments  for,  cut  off  by 
silver  ]>olicy,  144;  payments  of  in 
gold  fall  off  after  act  of  1890, 439-40; 
gold  receipts  from,  how  increased 
government  revenues  during  depre- 
ciation of  the  notes,  454. 

Dean,  William  B.:  named  member  of 
Exec.  Com.,  ii;  of  Commission,  ii; 
banking  system  com.,  11. 
Debt,  Public  :  basis  for  estimate  of  extent 
of  increase  due  to  issue  of  U.  S. 
notes,  451;  estimate  of  actual  in- 
crease due  to  U.  S.  notes,  455-57; 
payments  on,  how  affected  by  U.  S. 
notes,  457-61. 
Demand,  Government:  increase  in,  during 

War  raises  prices,  463-64. 
Demand  Notes:  authorized  by  Act  of 
July  17,  1861,  39Q;  first  paid  out, 
400  ;  how  received,  400  ;  dangemus 
character  of,  400-401  ;  additional 
issue  authorized,  400-40 iff ;  war-rev- 
enue  could  not  be  wholly  obtained 
through  issue  of,  40 1 ;  Treasury  with- 
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out  money  with  which  to  redeem, 
404 ;  cessation  of  issue  suggested  by 
banks  in  i862»  406 ;  banlcs  agree  to 
receive  and  pay  freely,  407  ;  further 
issue  of  to  cease,  407;  not  to  be 
made  legal  tender,  407;  retirement 
of,  ordered  by  Act  of  February  25, 
1862,  410. 

Democratic  Party:  opposes  Resumption 
Act,  428. 

Denmark^  Bank  of:  method  of  note- 
issue,  279. 

Denominations  of  silver  certificates  re- 
duced; I2X  ;  what  denominations  of 
money  needed,  124;  paper  money  of 
low  denominations  except  silver  cer- 
tificates should  be  retired,  125;  need 
for  money  of  low  denominations  would 
absorb  silver,  126. 

Deposit  Currency:  description  of,  89; 
importance  of  why  early  neglected, 
173;  rapid  growth  shown  in  Comp- 
troller's reports,  174-75;  expansion 
of  could  only  have  been  due  to  will 
of  community,  175;  statistics  of 
growth  of,  175;  elasticity  of,  175-76; 
can  be  increased  by  state  and  pri- 
vate as  well  as  by  national  banks, 
176;  may  be  guided  by  legislation, 
176;  contraction  impossible  while 
deposit  currency  is  untrammelled, 
176-77;  increase  since  1879,  177; 
less  advantageously  used  in  the  West 
than  in  the  East,  191;  how  secured 
in  value,  234;  extent  to  which  used, 
235;  why  not  universal  like  notes, 
238;  could  not  have  been  used  by 
early  banks  in  the  U.  S.,  289;  elas- 
ticity of,  3x0-11;  will  not  meet  all 
needs,  31 1;  most  highly  developed 
in  England,  315. 

Depositor:  relation  of  to  bank  reserve, 
162;  protection  to  under  national 
banking  system,  247-48;  status  of 
under  Commission's  plan,  269-70; 
how  affected  by  noteholder's  prior 
lien  on  assets,  2 70;  would  not  prefer 
state  to  national  banks  under  Com- 
mission's plan,  271-72;  how  influ- 
enced in  selection  of  a  bank,  273; 
status  of  in  Canada,  282. 

Deposit' Reserve  System:  origin,  20 1;  orig- 
inal intention  of,  213-14;  perversion 
of,  213;  working  of  system  creates 
anxiety,  214;  evils  of  might  be  re- 
duced by  branch  bank  system,  380. 

Deposits:  in  commercial  bank  a  demand 
liability  and  a  currency,  163;  in  sav- 
ings banks,  etc.,  an  investment,  163; 
nature  as  a  demand -liability,  164-65; 


how  created,  167-68;  mechanism  o^ 
168;  use  of  determined  by  {commu- 
nity, 170;  amount  of  in  England 
and  the  U.  S.  corresponds  roughly  to 
loans,  170;  may  expand  currency  as 
much  as  do  notes,  170-71;  currency 
function  of  described  by  Hamilton, 
172;  growth  and  nature  of  described 
by  Bank  Commissioners  of  Massa- 
chusetts, 172-73;  importance  of  as 
currency  why  early  neglected,  173; 
amount  of,  how  regulated,  181 ;  pos- 
sibility of  expansion  under  pure  de- 
posit system,  182;  under  deposit  and 
note  system,  182-83;  deposit  liability 
created  only  in  response  to  demand 
of  community,  181;  danger  of  expan- 
sion of,  much  greater  than  of  notes, 
181 ;  will  be  cancelled  when  redund- 
ant, 183;  length  of  life  relatively  to 
notes,  18311;  how  obtained  by  banks, 
273;  taxation  of,  361-62;  undesira- 
ble form  of  currency  in  rural  dis- 
tricts, 377. 

Depreciation  of  U,  S.  Notes:  during  1864 
~5t  415-16;  decrease  in,  traced  and 
explained.  430-3 1;  basis  of  estimate 
of  effect  on  cost  of  the  War,  445-46; 
effect  on  government  expenditures, 
449-52;  on  government  receipts, 
452-55;  on  cost  of  the  War,  455-57; 
on  later  payments  of  public  debt, 
457-61;  effect  on  prices,  463-65;  ex- 
tent of  on  what  dependent,  466-67; 
decrease  in,  467-69;  effect  on  wages 
in  general,  470;  comparative  effect 
on  prices  and  wages,  470-7 1;  on  pur- 
chasing power,  470-72;  wages  of 
laborers  and  others,  how  affected  by, 
471-74;  pay  of  soldiers,  how  de- 
creased by,  475-77. 

Dividends:  recurring  payments  necessi- 
tate elasticity  of  currency,  309;  sta- 
tistics showing  periodicity,  3 1  on. 

Discount:  as  banking  function,  162;  is 
the  source  of  banking  profits,  164; 
nature  of,  164;  methods  of,  164; 
careless  discounts  may  cause  panic, 
170-71;  bank,  cannot  be  separated 
from  other  banking  functions,  x88; 
rate,  how  affected  by  bond  deposit, 
225-27;  rate  of  will  be  raised  by  tax 
on  banks,  363-64. 

Dollar^  Silver:  description  of,  88;  a  token 
coin,  XI 3,  1x7,  120;  similar  to  five- 
franc  piece,  120;  attempts  to  extend 
circulation  of,  120-21;  cost  of  trans- 
portation of,  120;  certificates  take 
place  of  small  legal  tenders,  121; 
movement  during  1893,  1 21;  system 


GENERAL  INDEX 


591 


of  reaemption,  122-23;  how  to  force 
into  circulation,  125;  how  many  can 
be  used,  125;  excess,  bow  provided 
for,  125;  Commission  recommends 
direct  redemption,  126;  duty  of 
Treasury  to  redeem,  126;  few  would 
be  presented,  127;  no  further  coinage 
should  be  allowed,  127;  coinage  of 
Treasury's  bullion  into,  would  be  ex- 
cessive, 128;  redemption  of  implies 
large  gold  reserve,  128;  accumula- 
tions should  be  melted  and  sold,  128- 
29;  no  "contraction'*  recommended, 
129;  to  be  re-issued  only  in  exchange 
for  gold  or  greenbacks,  129;  reten- 
tion in  circulation  will  require  gold 
reserve,  128;  why  dropped  by  Act  of 
February  12,  1873,  138;  not  in  circu- 
lation prior  to  1873,  139;  attempt  to 
re-introduce  in  1876,  139;  Act  for 
coinage  of  passed  in  1878,  139; 
amount  of  coinage,  140;  free  trans- 
portation of  provided  for,  I40ff; 
amount  needed  ascertained,  141;  ac- 
cumulate in  Treasury,  141 ;  ordered 
coined  in  1890,  142;  amount  coined 
under  Act  of  1890,  143;  coinage  sus- 
pended in  1893,  144;  amount  of 
seigniorage  on,  144-45. 

Dollar^  Trade:  history,  I38«. 

Dominion  Notes :  Canadian  clearing-house 
balances  wholly  paid  in,  329^;  not 
preferred  to  bank  notes,  330. 

Dunbar^  C,  /*.,  Professor:  views  on  fre- 
quency of  bank  reports,  355ff;  views 
on  bank  examinations,  359»r  on  es- 
tablishment of  smaller  banks,  378- 

79«. 

Earnings y  Net:  as  basis  for  taxation  of 
banks,  362;  amount  of,  of  national 
banks,  363. 

East:  why  money  flows  to  the,  156-57; 
banks  in,  have  relatively  high  circu- 
lation, 191-92. 

EckelStJas,  //.,  Comptroller:  plan  of,  rec- 
ommends tax  on  emergency  note- 
issues,  366. 

EdmundSf  George  F. :  named  member  of 
Commission,  ii;  Committee  on  De- 
mand Obligations  of  Government, 
II;  defends  Commission's  Bill,  14; 
elected  Chairman  of  Commission, 20. 

Elasticity:  inelasticity  of  national  bank 
currency,  203;  not  secured  by  pres- 
ent redemption  system,  2x2;  inelas- 
ticity of  national  bank  notes  during 
1893,  222;  inelasticity  inherent  in 
bond-secured  system,  227-30;  com- 
mercial assets  serve  as  basis  for 
elastic  currency,  231;   defined,  309; 


why  desirable  in  currency,  309-10; 
elasticity  of  note-issues  necessary, 
311;  how  attained  in  England,  3x3- 
15;  in  Scotland,  316;  in  Ireland,  317; 
in  Germany,  317-18;  in  Canada, 
318-19;  in  the  U.  S.,  319-23;  how 
dependent  on  redemption,  324;  essen- 
tials to,  324-25. 

England^  Bank  of:  maintains  reserve  of 
40-60  per  cent.,  152;  methods  of 
controlling  flow  of  gold,  152-53; 
effect  of  Bank  Act  of  1844  on  ex- 
pansion, 170-71;  note-issues  not  a 
credit  currency,  280M,'  practice  of  as 
to  reserve,  348. 

England^  Debt  of:  how  managed,  489ff. 

England^  Private  and  Joint  Stock  Banks 
of:  issues  of  show  elasticity,  315; 
branches  of,  381-82. 

Examinations,  Bank:  when  and  why 
needed,  352;  present  system  defect- 
ive, 357-58;  evolution  of  present 
system,  357-5811,*  recommendations 
of  Commission,  359-60;  difficulties 
in,  of  two  classes,  360. 

Examiners y  Bank:  should  be  authorized 
to  examine  directors  under  oath,  359; 
rumors  concerning  practices  of.  360; 
'  should  receive  fixed  salaries,  360. 

Executive  Committee:  named,  lo;  duties 
and  powers,  9-10;  adds  to  its  num- 
bers, 10;  selects  Commission,  ii;  re- 
ports to  Convention,  14. 

Expansion:  legislation  against  always 
concentrated  on  note-issues,  174; 
comparative  possibility  of  under  pure 
deposit  system,  182;  possibility  of 
under  pure-note  system,  182;  under 
note  and  deposit  system,  182-83;  re- 
sponsibility for  rests  with  public,  183; 
redemption  will  hold  down  to  needs 
of  public,  183;  comparative  length 
of  life  of  notes  and  deposits,  1 8311. 

Expenditure,  Government:  basis  for  esti- 
mate of  increase  in,  445-46;  estimate 
of  actual  increase,  449-52. 

Exports:  during  years  1879-1889,  148;  of 
gold  strong  in  1884,  218;  of  gold 
strong  in  1890,219;  greatly  in  excess 
of  imports  prior  to  resumption,  43 1; 
of  gold  increase  after  Act  of  1890, 
436;  alleged  reason  for,  of  gold,  436- 
37;  true  reasons  for,  437-39- 

Failures,  Bank:  occasion  for,  237;  how 
guarded  against  under  National  Bank- 
ing System,  247;  actual  causes  of, 
248;  number  and  character  of  under 
national  and  state  systems,  248-49; 
general  statistics  of  352  national, 
250-5 1 ;   statistics  of  234  national, 
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where  collections  were  less  than  80 
per  cent,  of  capital,  251-52;  proba- 
ble additional  collections  in  case  of 
56,  252;  deficiency  in  case  of  178, 
252;  collections  from  shareholders  in 
case  of  40,  253;  deficiency  in  case 
of  138,  253-54;  estimate  of  further 
collections  from  shareholders  under 
Commission's  plan,  and  ultimate  de- 
ficiency, 254-55;  general  statistics  in 
case  of  181  closed,  255;  ultimate 
deficiency  existing  in  case  of  31  of 
the  181  closed,  25^57;  deficiency 
and  remaining  assets  in  case  of  81 
unclosed,  257-58;  minuteness  of  ulti- 
mate percentages  of  loss,  258-59; 
inference  from  as  to  Commission's 
plan,  266;  under  Scotch  system,  281; 
in  Canada,  282-83. 

Fairchiid,  CharUs  S. :  named  member  of 
Commission,!  I ;  banking  system  com- 
mittee, 1 1 ;  defends  Commission's  bill, 
14. 

Farm  Laborers:  wages  of,  how  afiEected 
by  U.  S.  notes,  473. 

Finance^  Senate  Committee  on:  reduces 
third  issue  of  legal  tenders,  413;  bill 
for  increase  of  legal  tenders  referred 
to,  424. 

Fiscal  and  Monetary  Functions  of  Treas- 
ury: issue  of  U.  S.  notes  confuses, 
408;  have  heretofore  not  been  sepa- 
rated, 486;  confusion  between  injures 
public  credit,  487;  how  separated  by 
Commission's  plan,  487-89. 

Fish,Stuyvesant:  named  member  of  Com- 
mission, II;  demand  obligations  of 
government  committee,  ii. 

Five-Franc  Piece,  Gold:  not  coined  since 
1870,  117. 

Five-Franc  Piece,  Stiver:  a  token  coin, 
113,  120;  value,  how  maintained, 
117;  amount  in  circulation  and  in 
bank,  ii8ff,'  system  of  redemption, 
1 18-19;  future  value,  how  main- 
tained, 119. 

Five  Per  Cent.  Redemption  Fund:  estab- 
lished by  Act  of  June  20,  1874,  211; 
working  of,  211-12;  is  distinct  from 
Guaranty  Fund  in  Commission's 
plan,  261;  working  of  under  Com- 
mission's plan,  263;  origin,  334;  use 
of,  335;  must  be  kept  good,  336. 

Fletcher^  N,  A. :  appointed  member  Ex- 
ecutive Committee,  10. 

Florida:  early  inadequacy  of  bank  capi- 
tal in,  286. 

Fractional  currency :  displaced  by  silver, 

429. 
France;  uses  more  money  than  the  U.  S., 


85;  habits  of,  in  the  use  of  money 
like  those  of  country  communities  of 
the  U.  S.,  278«. 

France,  Bank  of :  notes  issued  in  large 
denominations,  117;  not  obliged  to  re- 
deem silver  directly,  119;  does  not  dis- 
criminate against  silver,  119;  how  re- 
tains gold,  Ii9ff/  maintains  reserve 
easily,  152;  furnishes  gold  for  export, 
155;  basis  of  note- issues  of,  277;  ac- 
counts of,  2,'nn;  branch  system  of, 
482. 

Franchise  Bank:  not  monopoly  privilege, 

361. 

Fraud:  how  to  be  guarded  against.  18011, 
244 ;  danger  of  increase  of  under 
Commission's  plan,  244;  no  danger  of 
unusual  under  Commission's  plan, 
264-65;  rapid  redemption  would  lead 
to  prompt  discovery  of,  268. 

Free  Banking:  see  Banking,  Free, 

Free  coinage  of  silver:  agitation  the  suc- 
cessor to  paper  inflationism,  139;  bill 
for  introduced  in  1876,  139;  passed 
in  1878,  139. 

Fries,  John  W,:  named  member  of  Exec. 
Com.,  10;  of  Commission,  1 1;  demand 
obligations  of  government  com.,  ii; 
defends  Commission's  bill,  14. 

Foreigners:  withdraw   investments   after 

1890,  437-39- 

Fowler,  Chas,  N.,  Hon,:  plan  of  provides 
for  tax  on  emergency  issues,  366. 

Fund:  see  Guaranty  Fund;  also,  Redemp- 
tion Fund, 

Gallatin,  Albert:  figures  collected  by,  show 
preponderance  of  note-circulation, 
174. 

Gallatin,  James:  states  comparative  mer- 
its of  bonds  and  Treasury  notes,  399, 
speaks  against  legal-tender  notes  and 
offers  substitute  plan, 406. 

Gamett,  Louis  A.:  named  member  of 
Commission,  ii;  metallic  currency 
com.,  II. 

Georgia;  early  ownership  of  bank  stock 
in,  285;  measurement  of  reserves, 
347  n;  bank  taxation  in,  362. 

Germany,  Bank  of:  method  of  note-issue, 
280;  elasticity  of  note-issues,  317-18; 
reserve  requirements  of,  348«,'  sys- 
tem of  reports  of,  35311;  pays  tax  on 
excess  circulation,  368;  branch  sys- 
tem of,  383. 

Gold:  coin  in  circulation  and  outstanding, 
23;  bullion  admitted  to  free  coinage, 
23;  certificates,  25;  "increasing  in 
value,"  31 ;  does  not  derive  value 
from  legal  tender  laws,  33;  to  what 
extent  used  as  currency,  87,  90;  total 
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mass  produced  still   in  existence,  95; 
ratio   of  annual   supply  to  existing 
stock,  95;  change   in  demand   must 
be  dissipated  over  whole  mass,  95-97; 
capacity  to   serve  as  standard,  99- 
loi;  preferred    by    business    world, 
99,  102;  must  be  used  by  commercial 
countries,    100;    aggregate    supply, 
100;  depreciation  as  compared  with 
labor,   10 1;  first  coined   in  U.  S.  at 
rates  of  15:1,  108;  driven  from  cir- 
culation after  1793,  109;  gold  stand- 
ard established  after  1834,  no;  sus- 
pended,   1862-1879,    III;    restored 
after    1879,  in;    not   driven  out  of 
circulation  in  Calif.  1862-1879,  137; 
amount  held  by  banks,  146;  bank  re- 
serve how  kept  good  if  legal  tenders 
are    retired,    146;  use    of   Treasury 
stock,  147;  easily  obtained  by  banks, 
147;  whence  obtained,  147-48;  pro- 
duction of,  148;  exports  and  imports, 
148;  American  product    retained  at 
home,  148-49;  stock  in  U.  S.,  149; 
how  obtained  from  producers,    149; 
imp>orts  during  1897,  150;  why  ship- 
ped  in   international  trade,  150-51; 
now,  how  controlled,  151;  how  at- 
tracted by  banks,  152-53;  process  of 
obtaining  for  export,  154;  transfer  of 
is   transfer  of  capital,  156;  flow  of, 
follows  trade  does  not  cause  it,  157; 
has  no  influence  on  prices,  157-58; 
driven  out  after  1890,  220;  Commis- 
sion  recommends    holding    of  one- 
fourth  of  reserves  in,  350;  how  af- 
fected by  issue  of  legal  tenders,4i4- 
I5»/  could  not  be  used  in  payment 
while  legal  tenders  were  depreciated, 
42 1;  acquired  by  Secy.  Sherman,  430; 
net  imports  of  prior   to  resumption, 
431;    in    Treasury    decreases,   435; 
heavy  exports  of  after  act  of  1890, 
436;   alleged    cause    of  exports    of, 
436;  true   cause  of  exports  of,  437- 
39;  reserve  falls  below  $100,000,000, 
440;  obtained  by  sale  of  bonds,  440- 
43;  must    always    be  furnished    by 
Treasury,  under  present  system,  443- 
44;  how  to  be  obtained   by  Treasury 
under  Commission's  plan,  487;  how 
much  to  be  transferred  to  Division  of 
Issue  and  Redemption;  how  obtained 
under  Commission's  plan,  487-89. 

Gold  Board;  nature  of,  414;!. 

Gold  Certificates:  outstanding,  25;  to  be 
retired  when  redeemed,  52, 64;  de- 
scription of,  88;  see  certificates;  pro- 
vided for  by  act  of  July  12,  1882, 
432. 


Gold  coins  of  the  U.  S.;  description  of, 
88;  weight  reduced  by  act  of  June 
28,  1834,  no. 

Gold  Conspiracy,  New  York;  character  of, 
422. 

Gold  Reserve:  origin  of,  430-31;  original 
size  of,  43 1;  adequacy  of,  431-32; 
first  ofHcially  recognized,  432;  de- 
creases after  1890,  436;  falls  below 
$100,000,000,  440;  sustained  by  sale 
of  bonds,  440-43;  later   history  of, 

443-44. 
Gold  Room,  New  York:  closed,  430. 

Gold  Standard:  time  arrived  for,  17; 
threatened  degradation  of,  30;  gold 
alone  fulfills  conditions,  32;  does  not 
mean  gold  monometallism,  33;  ben- 
eficial results  of  maintaining,  34; 
steps  necessary,  34;  Commission's 
plan  for  maintaining,  49;  endorsed 
in  Commission's  bill,  60. 

Gookin,  F,  W.:  views  on  bank  reports, 
354»/  views  on  bank  exammations, 
358-59«. 

Government  Issues:  theoretically  an  econ- 
omy in,  389;  general  dangers  of, 
389;  teaching  of  history  concerning, 
390;  liability  of  to  become  irredeem- 
able, 390;  compared  with  bank- 
issues,  390-9 1;  irresponsibility  of 
government  for,  391-92,  395;  use  of, 
leads  to  wrong  thinking  on  money, 
394;  disadvantages  of  stated  by  Sec- 
retary Chase,  397. 

Granger  Movement:  assists  in  bringing 
on  crisis  of  1873,215. 

Grant:  election  in  1868  destroys  idea  of 
paying  bonds  in  paper,  iii:  vetoes 
inflation  bill,  206,  425;  election  in 
1868  how  affects  bonds,  420;  op- 
posed to  inflation,  425. 

Greece:  branch  bank  system  of,  383. 

Greenbacks:  see  United  States  Notes. 

Greenback  Party:  origin  and  work  of, 
427-28. 

Gresham*s  Law:  explained,  98;  set  in 
operation  by  legal-tender  quality 
under  bimetallism,  134. 

Guaranty  Fund,  Commission's:  provided 
in  Commission's  bill,  55,  66-67;  not 
part  of  reserve,  71;  object  of,  234; 
how  affects  willingness  of  banks  to 
enter  system,  236;  description  and 
administration  of,  244-46;  considera- 
tions governing  choice  of  regulations 
of,  24$n;  probable  ultimate  loss 
to  fall  on,  minute,  259;  is  distinct 
from  redemption  fund,  261;  probable 
amount  of,  262;  losses  to,  266-68. 

Hamilton,  Alexander:  favors  bimetallism. 


594 


REPORT  OF  THE  MONETARY  COMMISSION 


1 08;  characterizes  deposit-currency, 
172;  on  government  vs,  banlc  paper, 

392. 

Hanna,  H.  H,:  Chairman  Exec.  Com. 
Monetary  Conference,  7;  Chairman 
Exec.  Com.  Monetary  Convention, 
10. 

HansoHyJ.  F.:  appointed  member  Exec 
Com.,  10. 

Harrison^  C,  C:  appointed  member 
Exec.  Com.,  10. 

Hayes t  President:  vetos  silver  coinage 
bill,  140. 

Hazard,  Rowland:  appointed  member 
Exec.  Com.,  10. 

Henderson/john,  £,:  appointed  member 
Exec.  Com.,  10. 

Hiiif  Samuel:  appointed  member  Exec. 
Com.,  10. 

Illinois:  history  of  state  bank  of,  286; 
early  banks  of,  287;  free  banking  in, 
299;  comparison  of  city  and  country 
bank  circulation  tax  in,  365. 

Imports:  and  exports,  187^1889,  148;  of  , 
gold  in  1897,  150. 

Independent  Treasury  Act:  provisions  of 
relaxed,  401. 

Indiana:  history  of  State  Bank  of,  292- 
93;  free  banking  in,  299. 

Indianapolis  Board  of  Trade:  presented 
memorial  to  Board  of  Governors,  3; 
Board  of  Governors  issues  call  for 
conference  of  Boards  of  Trade,  5. 

Indianapolis  Monetary  Convention:  see 
Monetary  Convention, 

Inflation:  movement  for  in  1868,  419-20; 
party  of  Brst  appears,  427;  party  of 
opposes  resumption,  428;  movement 
for  influences  Congress,  428-29. 

Inflation  Bill:  passage  of,  206;  result  of 
corrupt  popular  opinion,  424;  vetoed 
by  Pres.  Grant,  425;  originally  intro- 
duced by  Senator  Sherman  as  re- 
sumption measure,  425;  veto  of  has 
wholesome  effect,  425. 

Inscription  :  recommended  by  Commission 
in  place  of  bonds,  487~89». 

Insolvency  Bank:  see  Failures  Bank, 

Inspection  Bank:  see  Examination, 

Insurance:  principle  of  how  applied  to 
bank  notes,  238;  applicability  of  to 
bank  note  losses,  244. 

Interest:  paid  on  notes  of  failed  banks 
in  Canada,  283;  to  what  extent  saved 
by  use  of  U.  S.  notes,  456-57;  as- 
sumed saving  of  on  U.  S.  notes,  481. 

Interest  Bearing  Notes:  cease  to  circulate, 
4i7-i8«. 

Interest  on  Deposits:  origin  of  custom  of 
paying,  2 1 3;  cessation  of  advocated 


by  New  York  Clearing- 1  louse  Com- 
mittee in  1873,216. 

Interest,  Rate  of:  gold  movement,  how 
controlled  by,  1 5 1 ;  where  high,  bond 
deposit  disadvantageous  to  banks, 
187;  average  return  on  national 
bonds  less  than  3  per  cent.,  187; 
where  high,  only  minimum  of  national 
bank  notes  issued,  187;  must  be  high 
on  bank  loans  where  notes  are  issued 
under  present  system,  189;  higher 
the  rate  of  the  less  the  inducement 
to  issue  circulation,  190-91;  in  loan 
market  afiEects  willingness  of  banks 
to  issue  notes,  194;  has  fallen  since 
1870,  194;  normal  on  safe  securities 
measured  by  price  of  U.  S.  bonds, 
195;  decreasing  on  safe  investments, 
196. 

Interned  Revenue  Duties:  how  affected  by 
depreciation  of  U.  S.  notes,  454-55. 

Iowa:  free  banking  in,  300;  measurement 
of  reserves  m,  347. 

Ireland^  Banks  of:  method  of  note-issue, 
281-82;  elasticity  of  note  issues,  317; 
reserve  requirements  of,  348^. 

Irish,  /.  P,:  appointed  member  Exec 
Com.,  ID. 

Issue:  power  of  should  be  in  hands  of 
banks,  179. 

Issue  and  Redemption,  Division  of:  spe- 
cial bureau  recommended,  38;  func- 
tions outlined,  38;  detailed,  50,  52, 
53»  63;  should  receive  Treasury's 
silver  bullion,  130;  on  what  grounds 
recommended  by  Commission,  487- 
88;  amount  of  gold  to  be  held  by, 
487;  funds  transferred  to,  487;  gold 
how  obtained  by,  487-89. 

Italy:  branN^  bank  system  of,  383;  de- 
mand oNfor  gold  how  affects  U.  S., 

436-37.  ,     ^ 

India:  branch  bank  system  of,  383. 

fackson,  Chas,  C:  appointed  member 
Exec.  Com.,  10. 

lackson.  President:  attack  on  Second 
Bank  of  U.  S.,  291. 

fohnson,f,F.  Professor:  views  on  effect 
of  bond  deposit  requirement,  iz%-zi)\ 
objections  of  to  Commission's  system 
of  note-issue,  236. 

Kansas:  bank  capital  in,  371. 

Kentucky:  early  ownership  of  bank  stock 
in,  285;  bank  of  avoids  redemption, 
290;  resigns  interest  in  bank  of,  293; 
bank  capital  and  circulation  in,  371. 

King,  Edward:  views  on  bank  examina- 
tions, 359». 

Kohlsaat,  H,  H:  appointed  member 
Exec.  Com.,  ib.^ 
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Latin  Union :  how  held  together,  119. 

Laugh/in,  /.  Laurence:  named  member 
of  Commission;  metallic  currency 
com.;  banking  system  com.,  ii. 

Legal  Tender:  laws  do  not  give  value  to 
gold,  33;  defined,  13  X;  legal  tender 
money  required  to  carry  out  con- 
tracts, I3i»;  legal  tender  quality 
should  be  given  only  to  the  standard, 
132;  legal  tender  money  selected  on 
the  same  principles  as  standard,  132; 
does  not  give  value,  132-33;  may 
influence  value  if  it  extends  demand, 
133;  effect  on  demand  slight,  133-34; 
demand  how  far  influenced  by,  134; 
does  not  increase  demand  for  actual 
standard,  134;  effect  under  bimetal- 
lic regime,  134;  effect  in  enabling 
payment  of  past  debts  insignificant, 
135;  does  not  bring  legal  tender 
money  into  actual  use,  136;  origin, 
137;  only  gold  and  silver  in  U.  S. 
before  the  War,  398;  bill  for  first 
issue  of  notes,  405. 

Legal  Tender  Acts:  passage  of  changes 
standard  in  1862-3,  no;  see  United 
States  Notes. 

Leighton^  George  E. :  named  member  of 
Commission,  ii;  banking  system 
com.,  II;  vice-chairman  of  Commis- 
sion, 20. 

Levering y  Eugene:  appointed  member 
Exec.  Com.,  10. 

Liabiiiiy:  shareholders  in  Commission's 
bill,  70;  U.  S.  assumes  none  for 
national  bank  notes,  70. 

License  Tax:  on  banks  still  exists  in  few 
states,  362. 

Lincoln^  President:  approves  first  legal- 
tender  act,  410. 

Loan  Company:  not  commercial  bank, 
161;  business  of  unrestricted,  162; 
bank  loaning  only  own  capital  would 
be  no  more  than,  186. 

Loan  and  Trust  Companies:  are  compet- 
ing keenly  with  national  banks,  271; 
fear  that  they  might  take  deposits 
away  from  national  banks  unfounded, 
271-72;  depositors  would  not  prefer, 

272-73. 
Loans,  Bank:,  tnechanism  of,  164;  made 

indifferently  by  deposits  or  notes, 
165;  careless  may  cause  panic,  170- 
71;  currency  function  of  described 
by  Hamilton,  172;  great  increase  of 
since  1879,  177;  beyond  bank  capi- 
tal limited  by  amount  borrowed  by 
notes  or  deposits,  i8z;  fear  of  cur- 
rency expansion  really  a  fear  of 
expansion  of  bank  loans,  184:  dan- 


ger of  over-mcrease  arises  from 
spirit  of  community,  181;  formerly 
chiefly  made  through  notes,  185;  im- 
pediments to  free  making  of  are 
injurious  to  borrower,  224-25;  char- 
acter of,  highly  important  under  asset 
secured  system,  268;  Commission's 
provisions  for  timely  expansion  of, 
367-68. 

Loans,  Call:  use  as  a  means  of  employ- 
ing country  deposits,  213:  unavaila- 
ble during  crisis  of  1873,  216. 

Louisiana:  early  ownership  of  bank 
stock  in,  285;  early  inadequacy  of 
bank  capital  in,  286;  Union  Bank  of, 
286;  early  banks  invest  resources  in 
real-estate,  289;  banking  under  Act 
of  1842,  293;  measurement  of  re* 
serves  in,  347;  bank  taxation  in, 
36i-62ff. 

Maine:  limitation  on  note  issues  in,  303; 
early  provisions  for  stockholder's 
liability,  30411,*  redemption  in,  327- 
28ir/  reserve  requirements  in,  347. 

Massachusetts:  limitation  on  note  issues 
in,  303;  early  provisions  for  stock- 
holder's liability,  304^  ;  limit  of  bank 
capital  in,  305;  country  banks  of, 
how  controlled  by  Suffolk  redemp- 
tion system,  331-33;  measurement  of 
reserves  in,  347;  bank  taxation  in, 
36i-62«. 

McCuUoch:  as  first  Comptroller  finds 
state  banks  opposed  to  national 
system,  199;  gives  instance  of  ille- 
gitimate issue  of  notes,  30 1;  urges 
steps  towards  resumption,  416;  re- 
duces volume  of  U.  S.  notes,  417. 

McKinUy,  President:  supports  commit- 
tee's appeal  in  a  special  message,  14. 

Medium  of  Exchange:  function,79;  not  al- 
ways the  standard,  79-80, 82;  stand- 
ard used  as  medium  in  early  times, 
80;  progress  in  devising  money  sub- 
stitutes, 80-81;  contracted  by  uncer- 
tainty, 86. 

Metals  Precious:  possibility  of  rapid 
change  in  value,  95;  why  adopted  as 
a  standard,  95-96. 

Michigan :  free  banking  in,  300. 

Minor  Coins:  as  currency,  25;  Commis- 
sion's Bill,  61. 

Mint  of  the  US.:  established  in  1792, 
108. 

Mississippi:  early  ownership  of  bank 
stock  in,  285;  early  inadequacy  of 
bank  capital  in,  286;  bank  capital 
and  circulation  in,  371. 

Missouri:  state  bank  of,  293;  bank  capi- 
tal in,  371. 
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Mitchell,  J,  J, :  appointed  member  Exec. 
Com.,  10. 

Mitchell,  W.  C:  furnishes  material  to 
Commission,  445''* 

Motify:  functions  of,  32,  77;  substance  of 
how  chosen,  82;  how  obtained,  83; 
actual  money  now  little  used,  84; 
demand  for  more,  85;  kinds  of  in 
the  U.  S.,  87;  comparative  use  of 
different  kinds,  90-9 1;  increase  in 
quantity  of  unimportant,  96;  what 
denominations  needed,  124;  flow  of 
between  different  portions  of  the  U. 

s.,  155-56. 

Morrill:  opposes  further  issue  of  legal 
tenders,  414;  reports  on  redemption 
of  fractional  currency,  429. 

Mortgage  Banks,  French  :  object  of,  374. 

National  Bank  Act  (see  act  of  February 
25,  1863;  act  of  June  3,  1864),  origi- 
nal act  passed  February  25,  1863,  28; 
part  of  Chase's  plan,  407. 

National  Banking  System  :  furnished  ex- 
cellent system  during  critical  period, 
178 ;  origm  of,  197  ;  favorite  measure 
of  Secretary  Chase,  198;  advan- 
tages of  plan  for,  urged  by  Mr.  Chase, 
198-99 ;  passage  of  original  bill  for, 
February  25,  1863,  28,  199 ;  char- 
acteristic, the  use  of  national  bonds, 
199  ;  first  steps  in  developing,  200; 
passage  of  act  for  improvement  of, 
200 ;  principal  provisions  of,  201  ; 
made  free  banking  system  by  resump- 
tion act,  206  ;  slow  growth  in  capital 
of,  210;  not  prosperous  since  1890, 
222-23;  provisions  against  loss  from 
bank  failures,  247 ;  protection  to 
note-holders  under,  247  ;  to  depositor 
under,  248;  working  of  redemption 
system  under,  334-36 ;  sluggishness 
of  redemption  under,  337-40;  has 
furnished  uniform  currency,  341  ; 
uniformity  of  note  issues,  how  secured 
under,  344  ;  reserve  regulations  of, 
348-50;  evolution  of  system  of  re- 
ports under,  353«-356«;  evolution  of 
system  of  examinations  under,  357, 
358#t,'  not  monopolistic,  361 ;  bank 
taxation  under,  54,362  ;  net  earnings 
of.  363  ;  injustice  of  present  system 
of  taxation  under,  364-66;  limita- 
tion on  capital  of  banks  in,  269 ; 
statistics  of  banks  of,  372-73 ;  did 
not  permit  branch  banks,  376. 

National  Bank  Notes  :  rules  for  issue,  27  ; 
amount  outstanding,  28  ;  small  de- 
nominations should  be  retired,  35  ; 
issued  under  certain  acts,  26 ;  how 
issued,   45 ;    objections    to    present 


system,  45 ;  remedies  proposed,  46 ; 
security  offered  by  assets  of,  47 ; 
existing  tax  on  -circulation  to  be  re- 
pealed, 48  ;  no  danger  of  undue  ex- 
pansion if  based  on  assets,  48; 
provisions  governing  issue,  in  Com- 
mission's bill,  54-65 ;  how  to  be 
redeemed,  55-66 ;  Commission's  bill 
imposes  tax  on  excess  issue,  67 ; 
description  of,  89  ;  decrease  in  vol- 
ume aids  circulation  of  silver,  122; 
low  denominations  should  be  with- 
drawn, 125;  effect  of  contraction  of 
on  circulation  of  silver,  141 ;  decrease 
of  circulation  of  since  1S79,  177; 
requirement  to  deposit  bonds  to- 
secure,  unfavorable  to  banks,  187; 
only  minimum  taken  out  where  com- 
mercial rate  of  interest  high,  187  ; 
maximum  profit  derivable  upon,  18S ; 
required  issue  heightens  commercial 
rate  of  interest,  189;  issue,  how 
affected  by  high  rates  of  loan  interest, 
194;  less  taken  out  as  profit  dimin- 
ishes, 196;  provisions  for  issue  of 
202-3 ;  apportionment  by  act  of 
1865,  203;  maximum  issue  increased 
by  act  of  1870,  204;  provisions  of  act 
of  June  20,  1874,  for  withdrawal  of, 
205  ;  attempt  of  inflation  bill  to  in- 
crease maximum  issue  of,  206 ;  re- 
sumption act  removes  maximum 
limitation,  206  ;  did  not  expand  after 
resumption  act,  207  ;  how  related  to 
volume  of  legal  tenders,  207 ;  how 
affected  by  rise  in  price  of  bonds, 
207-8 ;  did  not  increase  in  amount 
after  1882,  218  ;  rapid  decrease  after 
1882,219;  inelasticity  of  during  crisis 
of  1893,  221-22;  volume,  how 
affected  by  price  of  bonds,  227; 
holder,  how  protected,  247 ;  inelas- 
ticity of,  319-20,  322;  uniformity  of, 
valuable  feature  of  system,  341 ; 
uniformity  of,  how  secured,  344 ; 
reserves  held  against,  348-49 ;  prac- 
tically not  issuable  in  small  places, 
369  ;  cannot  now  be  issued  in  South 
and  West,  369,375  ;  least  advantage- 
ously issued  in  rural  communities, 
378  ;  issue  might  be  made  profitable 
in  West  and  South,  378;  expansion 
of  offsets  contraction  of  U.  S.  notes, 
417 ;  contracted  in  volume  under 
resumption  act,  427. 

Netherlands,  Bank  of :  security  of  note 
issues  of,  278-79. 

New    Hampshire :    limitations    on   note 
issue  in,  303. 

New  England,  /banking  system  of:  char- 
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acteristics,  305 ;  note  issues  of, 
how  restrained,  305-7  ;  statistics  of 
note  issues,  306 ;  two  main  features, 
307 ;  illegitimate  banking  in,  not 
extensive,  308-9  ;  redemption  under, 
327-28  ;  Suffolk  redemption  in,  333- 

34. 

New  York:  strain  on  bank  reserves  shifted 
to  banks  in,  154;  case  of  trade  be- 
tween, and  Arkansas,  155-56  ;  prices 
in  not  affected  by  flow  of  currency, 
157 ;  elastic  currency  of,  231-32; 
free  from  extravagances  of  earlier 
banking,  295  ;  tendency  to  unsound- 
ness after  1814,  296 ;  origin  and 
history  of  safety  fund,  296 ;  free 
banking  in,  297-98  ;  banking  sys- 
tems of  widely  imitated,  298  ;  efforts 
to  obtain  uniformity  in,  342-43^  ,• 
reserve  requirements  in,  347 ;  bank 
taxation  in,  36i-62». 

New  York,  banks  of:  issue  clearing- 
house certificates  in  1890,  221  ;  in 
1893,  221 ;  situation  before  crisis  of 
1893,  423;  cease  to  carry  special 
gold  accounts,  430 ;  took  $35,000,000 
in  Treasury  notes  in  1861,  403 ;  ac- 
counts show  danger  in  i86i,403-4ff; 
suspension  by  in,  1861,  404. 

New  York  City :  sends  in  large  propor- 
tion of  all  national  bank  notes  re- 
deemed in  Washington,  338 ;  place 
in  reserve  system,  349  ;  banks  of  far 
below  required  reserve  limit  in  1893, 
350 ;  tidal  movement  of  currency  to 
and  from,  320-21. 

New  York  Clearing  House  :  accepts  re- 
port adverse  to  national  banking 
system,  200 ;  banks  of  must  furnish 
weekly  reports  to  one  another,  357. 

North  Carolina  :  banks  of  evade  redemp- 
ton,  290;   bank  taxation  in,  361-62. 

Norway,  Bank  of :  method  of  note-issue 
of,  279. 

Note-holder :  why  a  preferred  creditor, 
237-38 ;  how  may  be  secured  against 
loss,  238 ;  how  secured  under  New 
Vork  safety-fund  system,  241-242 ; 
under  Canadian  system,  243 ;  pro- 
tection to  under  national  banking 
system,  247 ;  absolute  protection  to 
essential,  260;  protection  to  in  Can- 
ada, 282  ;  no  loss  to  in  Canada,  283  ; 
losses  to  in  New  England  insignifi- 
cant, 307-8. 

Notes,  dank :  issuers  would  not  have  to 
furnish  gold  directly,  154 ;  as  demand 
liabilities,  164-65 ;  not  issued  by 
city  banks,  165 ;  needed  in  country 
districts,    165 ;    government    super- 


vision of  analagous  to  coinage  of 
money,  165-66  ;  illustration  of  serv- 
ice performed  by,  166-67  »  expan- 
sion of  not  cause  of  panic,  170-71  ; 
identity  in  function  with  deposits 
described  by  bank  commissioners  of 
Massachusetts,  172-73;  in  early 
history  of  U.  S.  more  important  than 
deposits,  173-74;  public  attention 
strongly  drawn  to,  174;  growth  of 
deposit  currency  at  expense  of,  174- 
75  ;  relative  unimportance  of  amount 
of  national  bank  in  circulation, 
176;  substitution  of  government 
paper  for  not  to  be  looked  upon 
with  indifference,  178  ;  issue  of  some- 
times regarded  as  injurious  function 
of  banks,  180;  would  be  issued  only 
in  exchange  for  values,  180;  could 
be  issued  only  by  consent  of  com- 
munity, 180-81 ;  amount  how  reg- 
ulated, 181 ;  amount  needed  definite, 
181;  insignificant  in  importance  as 
compared  with  deposit  currency, 
181-82;  possibility  of  expansion  of 
deposits  as  compared  with  notes, 
182-83 ;  possibility  of  expansion 
under  pure  note  system,  182;  under 
note  and  deposit  system,  182-183 ; 
will  be  presented  when  redundant, 
183 ;  origin  of  fear  of,  185 ;  length 
of  life  relatively  to  deposits,  i83ff  / 
formerly  principal  machinery  for 
bank  loans,  185 ;  requirement  to 
deposit  bonds  to  secure,  unfavorable 
to  banks,  187;  profit  on  cannot  be 
separated  from  discount  and  deposit, 
188;  estimate  of  maximum  profit 
derivable  under  national  system  of 
issue,  188  ;  issue  should  be  as  free  as 
possible,  224  ;  elastic  issue  of  cannot 
be  obtained  under  bond-deposit  sys- 
tem, 227-30 ;  commercial  assets 
furnish  best  basis  for  issue  of,  231- 
35 ;  Commission's  suggestions  on 
issue  of,  260-61,*  instances  of  com- 
mercial assets  as  basis  for  securing, 
277-308 ;  faulty  redemption  of  in 
early  history  of  U.S.,  289;  limita- 
tions on  issue  in  various  states,  303  ; 
volume,  how  restricted  in  New  Eng- 
land, 305-8 ;  statistics  of  issue  of 
in  New  England,  306 ;  elastic  issue 
of  necessary,  311-12;  elasticity  of 
in  England,  315  ;  in  Scotland,  316  ; 
in  Ireland,  317  ;  in  Germany,  317- 
18 ;  in  Canada,  318-19 ;  in  the 
U.  S.,  320-23;  suggestions  for 
avoiding  danger  of  over-issue,  324  ; 
volume  of,  how  controlled,  326  -27 ; 
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redemption  of  in  New  England,  327- 
28  ;  in  Canada,  328-329  ;  in  Scot- 
land, 330-31  ;  under  Suffolk  Bank 
system,  331-34  ;  under  present  na- 
tional banking  system,  334-40  ;  uni- 
formity of  secured  by  national  bank- 
ing system,  341 ;  lack  of  uniformity 
under  old  state  bank  systems,  341 ; 
uniformity  of,  how  secured  in  Canada, 
343  ;  how  secured  in  U.  S.,  344  ; 
reserves  held  against  under  national 
banking  system,  348-49;  taxation 
of  361-62  ;  injustice  of  present  tax 
on,  364-66 ;  cannot  now  be  issued 
in  South  and  West,  369-75,  national 
least  advantageously  issued  in  rural 
communities,  378 ;  issue  might  be 
made  profitable  in  West  and  South, 
379 ;  large  volume  of  could  be  kept 
out  without  greater  strain,  380  *,  see 
also  National  Bank  Noies^  State 
Bank  NoUs^  United  States  Notes, 
Treasury  Notes,  etc. 

Note-issue :  only  means  of  loaning  in 
early  banking,  288  ;  instructions  on 
in  various  states,  303. 

Ohio  .*  history  of  state  bank  of,  294 ; 
safety  fund  and  free  banking  in 
299 ;  measurement  of  reserves,  347^. 

Ontario  :  double  liability  of  shareholder 
in,  282. 

Orr,  A,  E.:  appointed  member  Exec. 
Com.,  ID. 

Overstreet,  Representative :  introduces 
Commission's  bill,  14,  60. 

Paper  money  :  limitation  to  large  denom- 
inations would  assist  circulation  of 
silver,  124;  value  of  inconvertible 
not  maintained  by  legal  tender 
quality,  135 ;  circumstances  under 
which  governments  have  issued,  390; 
dangers  of  issue  by  government,  395; 
volume  should  respond  readily  to 
needs  of  trade,  391-93. 

Patterson,  C.  Stuart :  named  member  of 
Commission,  1 1 ;  metallic  currency 
com.,  II. 

Payne,  Henry  C:  appointed  member 
Exec.  Com.,  10. 

Peabody,  G.  F. :  appointed  member 
Exec.  Com.,  10. 

Pennsylvania :  early  prohibited  notes  less 
than  $St  288;  bank  taxation  in,  361- 

62ff. 

Per  Capita  Circulation:  fallacy  of  figures 

for,  85. 
Persia:  branch  bank  system  of,  383. 
Personal-property  Tax:  how  affects  banks, 

362. 
Philadelphia:    clearing-house  of,  issues 


certificates  in   1890,   220;    in   1893, 
221. 

Pittsburg:    issues  clearing-house  certifi- 
cates in  1893,  221. 

Poor,  H,  W. :  views  on  bank  reports,  355». 

Portugal:  branch  bank  system  of,  383. 

Power,  T.  C:  appointed  member  Exec. 
Com.,  10. 

Premium  on  Bonds:  how  regulated  194- 
95;  how  influenced  by  credit  of  gov- 
ernment, 194;  by  rate  of  interest, 
195;  by  term  of  bond,  195;  how 
affects  national  bank  profits,  195-96. 

Preliminary  Report:  adopted  by  Commis- 
sion, 14;  given  to  public,  14;  r^sum^ 
and  defense,  58;  signed,  S^-SQ- 

Price:  defined,  78, 157;  changes  how  pro- 
duced, 93;  recent  changes  in  com- 
modity side  of  price-ratio,  94;  changes 
in  money  side,  95;  changes  generally 
on  commodity  side,  96;  not  affected 
by  legal -tender  quality  in  the  coin, 
135;  not  influenced  by  movement  of 
gold,  157-58;  must  be  uniform 
throughout  world,  1 57-58. 

Prices:  how  affected  by  legal-tender 
notes,  418;  effect  of  increase  of  on 
government  expenditures  during  war, 
445-46;  estimate  of  proportion  of  this 
increase,  447-48;  affords  better  basis 
for  estimate  of  increase  than  do  cur- 
rency prices,  448-49;  increase  in  paid 
by  government,  448-52;  of  com- 
modities could  not  follow  closely 
changes  in  value  of  U.  S.  notes,  462; 
some  natural  changes  in  duftng  war, 
462-63;  variations  in  due  to  U.  S. 
notes,  463-65. 

Professional  Men :  salaries  of  how  affect- 
ed by  U.  S.  notes,  473. 

Pro/its,  Banking:  due  to  discount  opera- 
tion, 164,  186;  not  dependent  on 
note  issue,  165;  exorbitant  on  note 
issues  attributed  to  national  banks, 
186;  *'  double "  on  national  bank 
notes,  186,  193;  cannot  be  thought 
of  as  arising  from  notes  alone,  186; 
under  free  banking  are  same  on 
notes  as  on  deposits,  187;  bond  de- 
posit results  in  decrease  of,  187;  of 
pure  bank  of  issue  under  national, 
system,  188;  of  non-issuing  banks, 
189;  arise  from  whole  banking  oper- 
ation, 188;  how  affected  under  na- 
tional bank  system  by  price  of  bonds, 
195-96;  national  bank  notes  less 
taken  out  as  profits  are  lower,  196; 
how  affected  by  bond  deposit,  225-7 1* 

Prokibiti/>n  Reform  Party:  opposes  re- 
sumption, 428. 
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Providence^  Merchants  Bank  of:  carries  on 
sub-system  of  redemption  under  Suf- 
folk bank,  333-34- 

Public  Credit:  loss  to  government  on 
loans  when  low,  482-83. 

Purchasing  Power:  of  salaried  persons 
how  affected  by  U.  S.  notes,  471-73. 

Quebec:  double  liability  of  shareholder  in 
282. 

Raiffeisen  Institutions:  object  of,  374. 

Ratio:  first  ratio  in  the  U.  S.  15  to  i,  108; 
changed  in  1834,  X09;  changed  in 
1837,  no. 

Real  Estate:  national  banks  not  allowed 
to  invest  in,  247;  capital  locked  up 
in,  used  for  banking  house,  etc.,  not 
basis  for  note -issues,  26  in. 

Receipts  Government:  estimate  of  nominal 
increase  due  to  depreciation  of  U.  S. 
notes,  452-54. 

Redemption:  of  U.  S.  Notes,  begun  in 
1866,  20;  outcry  against,  30;  Com- 
mission's plan  for,  51,  70;  of  token 
coins  why  necessary,  1 15-16;  remedy 
for  expansion,  183;  provision  for 
under  national  bank  act,  202;  defects 
in  early  provisions  for,  210;  dissatis- 
faction with  system,  210-11;  sugges- 
tions of  Comptroller,  211;  present 
system  established  by  act  of  June  20, 
1874,  211;  description  of  present 
system,  211- 12;  average  frequency 
of  in  case  of  national  bank  notes,  212; 
under  Commission's  plan,  263-64; 
rigid,  in  specie  not  early  demanded, 
287;  lack  of  proper,  the  weak  point 
of  early  American  banks,  289;  how 
related  to  elasticity,  324;  how  over- 
comes danger  of  over- issue  324-25; 
how  dependent  on  self-interest  of 
bankers,  325;  how  related  to  system 
of  note  issue,  326;  system  in  New 
England,  327-28;  in  Canada,  328- 
30;  in  Scotland,  330-31;  under  Suf- 
folk bank  system,  333-33;  under  pres- 
ent national  banking  system,  334-40; 
activity  of  under  Scotch  and  Suffolk 
systems  337;  sluggish  under  national 
banking  system,  337-38:  probability 
of  increased  activity  under  Commis- 
sion's plan,  339-40. 

Redemption  Agency ^  National  Bank:  op- 
eration of,  334-37- 

Redemption  Fund  {^$  per  cent,):  amount 
now  held  by  Treasury,  28;  to  be  in 
gold  coin,  70. 

Redemption  Fund^  Canadian:  origin  and 
history  of,  282-83. 

Rente^  French :  placed  by  inscription,  37, 
48911. 


Rents:  recurring  payments  necessitate 
elasticity  of  currency,  309. 

Reports^  Bank:  importance  of,  in  holding 
banks  to  sound  methods,  352-53; 
frequency  of,  354;  how  to  make  truly 
representative,  356;  publication  of, 
357;  might  be  furnished  by  banks  to 
one  another;  357. 

Representatives,  House  of:  passes  bill  for 
free  coinage  in  1876,  139;  passes 
bill  over  Hayes'  veto,  1878,  140; 
passes  third  legal-tender  bill,  413; 
gives  pledge  for  resumption,  416; 
fixes  amount  of  United  States  notes 
to  be  in  circulation,  424;  passes  bill 
for  free  banking,  425. 

Republican  Party:  pledged  to  action  in 
favor  of  resumption,  425;  caucus  of 
originates  resumption  act,  426;  works 
for  resumption,  428. 

Richardson:  orders  payment  of  silver 
coin,  429. 

Reserves^  Bank:  provided  in  Commission's 
bill,  56, 61,  71;  what  may  be  counted 
as,  71;  popular  fears  concerning,  146; 
how  constituted,  147;  easily  main- 
tained, 147,  154;  sources  from  which 
restored,  148-49;  eastern  reserves 
often  decreased  in  the  autumn,  153; 
interior  would  not  be  depleted  by 
gold  exports,  154;  system  under 
national  bank  act,  201-2,  213;  de- 
pleted before  crisis  of  1873,  214-15; 
recover  after  crisis  of  1873,  216; 
keeping  in  own  vaults  advocated, 
216;  now  more  severely  strained  than 
formerly,  217;  have  often  fallen  be- 
low legal  minimum,  217-18;  in- 
creased in  specie  after  resumption, 
217;  of  New  Vork  banks  depleted  by 
gold  exports  in  1884,  218;  reason  for 
keeping,  346;  dangers  of  decrease  in, 
346;  development  of  requirements 
for,  346-47;  system  of  under  national 
bank  act,  347-50;  recommendations 
of  Commission,  350-5 1;  larger  not  re- 
quired under  branch  bank  system, 
382. 

Reserve,  Gold:  required  for  redemption  of 
silver,  128;  to  be  maintained  by  sale 
of  bonds,  128;  must  be  held  if  silver 
is  retained  in  circulation,  128;  see 
Gold  Reserve, 

Resolution  of  December  /8,  /86s :  pledges 
support  of  House  of  Representatives 
in  resumption,  416. 

Resumption :  banks  assist  in  carrying  out, 
217;  expected  at  close  of  war,  416; 
urged  by  McCulloch,  416;  pledge  for 
given  by  House  of  Representatives, 
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416;  pledge  for  renewed  by  Congress, 
420;  origin  of  act  for,  425-26;  at- 
tempt at,  for  fractional  currency,  429; 
Secretary  Sherman  obtains  gold  for, 
430;  Secretary  Sherman  reports  on, 
43 1;  accomplished,  431-32;  defects 
in  system  of,  432;  did  not  result  in 
presentation  of  notes,  433;  fatal 
weakness  of  system  as  shown  by  ex- 
perience, 443-44. 
Resumption  Act:  see  Act  of  January  14, 
1 87s  I  provides  for  redemption  of 
United  States  notes,  26;  origin,  425- 
26;  importance  of,  426;  terms  of,  426; 
operation  of,  426-27;  provides  for 
redemption  of  fractional  currency, 
429;   bonds   sold   under  in    1894-6, 

440-43. 
Rhode  Island:  limitation  on  note-issues 

in,  303:  early  provisions  for  stock- 
holders liability,  304^ ;  limit  of  bank 
capital  in,  305;  redemption  system 
in  connection  with  SufiFolk  bank,  333- 

34. 
Ricardo:  opinion  on  government  issues, 

389. 
Rooty  L,  Carroll:  Assistant  to  Commission, 

!8. 

Russia:  branch  bank  system  of,  383;  de- 
mand of  for  gold,  how  affects  United 
States,  436-37- 

Safety-FundyCanadian:  character  of,  243; 
experience  with,  243;  principle  why 
inapplicable  to  United  States,  245». 

Safety-Fundy  New  York:  origin,  238-39; 
evolution  of,  239;  actual  losses  un- 
der, 240-41;  lesson  from  experience 
with,  241-42,  296. 

Safety-Fund  System:  marks  new  era  in 
American  banking,  285. 

School- Teachers:  salaries  how  affected  by 
United  States  notes,  473-74. 

Scotland,  Banks  of:  method  of  note  issue, 
28 1 ;  weekly  elasticity  of  note  issues, 
3ii-i2«,  316  ;  system  of  redemption 
in,  330-31;  reserve  requirements  of, 
348^,*  branches  of,  381, 383;  branch 
system  of,  383. 

Security  of  Note-Issues:  maintenance  of 
looked  after  by  government,  166. 

Seigniorage:  gained  by  issuer  of  token 
coin,  114;  defined,  1x7;  characteris- 
tic of  token  coins,  117;  amount  real- 
ized, 144-45;  how  accounted  for, 
144. 

Senate:  passes  bill  for  coinage  of  silver 
dollar  in  1878,  139;  passes  bill  over 
Hayes' veto,  140;  amends  and  passes 
third  legal -tender  bill,  413;  amends 
House  bill  for  free  banking,  425. 


Shareholder:  liability  of  in  Canada,  243, 
282;  effect  of  provisions  for  liability 
of  under  Commission's  plan,  269; 
early  liability  in  Massachusetts,  304^  ; 
in  Rhode  Island,  304»,*  in  Vermont, 
304^;  in  Connecticut,  304«,'  in 
Maine,  304». 

Shares,  Bank:  taxation  of,  362. 

Sherman^  Senator:  introduces  original 
national  bank  act,  199;  introduces 
bill  for  decrease  of  bond-deposit, 
219;  on  effect  of  the  gold  bill,  4 15;>.' 
advocates  resumption  policy,  429;  as 
Secretary  sells  bonds  to  get  gold  for 
resumption,  430;  makes  other  ar- 
rangements for  resumption,  430;  is 
assisted  by  fortunate  circumstances, 
431 ;  reports  on  resumption,  431;  ^de- 
mands recognition  of  gold  reserve, 

432- 
Sherman  Act:  operation  of  435-36;  effect 

of  repeal  in  1893,  43^;  evil  effect  on 

gold  reserve,  437-40;   see  also  Act 

of  July  i4,  i8go. 

Silver:  standard  dollars,  amount  coined, 
etc.,  23-25;  trade  dollars,  24;  bul- 
lion must  be  bought,  24;  pur- 
chasing clause  repealed,  24;  amount 
of  bullion  now  held,  24;  treasury 
notes,  24,  26;  subsidiary,  in  cur- 
rency, 25;  certificates,  26;  dropped 
from  the  coinage,  30;  *'  the  money  of 
the  poor,"  31;  Commission's  plan  for 
silver  currency,  35;  not  wanted  for 
currency,  34;  made  the  currency  of 
the  country  for  lower  denominations 
by  Commission's  bill,  35;  coins  must 
be  redeemed  in  gold,  36;  Commis- 
sion's bill  would  stop  coinage  of  dol- 
lars, 49-60;  subsidiary,  coined  on 
government  account,  61;  capacity  to 
serve  as  standard,  98;  fluctuations  in 
value,  99;  displaced  by  gold,  100; 
coinage  of  silver  as  assistance  to 
debtors,  105;  coinage  without  ratio 
to  gold,  105-6;  first  coined  in  U. 
S.  at  ratio  of  15:1,  108;  silver  stan- 
dard established  after  1793,  109; 
silver  expelled  after  1834,  no;  fall 
before  1876,139;  continued  fail  after 
1878,  141;  depreciation  affects  re- 
serve behind  Treasury  notes  and  Jsil- 
ver  certificates,  145;  amount  of  loss 
entailed,  145;  results  as  standard 
feared,  220;  see  Dollar,  Silver. 

Silver  Certificates:  effect  of  issue  of,  in 
low  denominations,  433,  435. 

Silver  Policy:  evil  effect  of,  433-35; 
causes  withdrawal  of  investments  by 
foreigners,  437-39- 
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Silver  Coin :  to  what  extent  used,  90. 

Silver,  Subsidiary:  description  of,  88; 
driven  out  of  circulation  after  1834, 
114;  reduced  in  weight  in  1853, 114; 
legal-tender  power  restricted  in  1853, 
115;  legal-tender  power  extended  in 
1879,115. 

Soldier:  change  in  pay  of,  449-50;  pay  of, 
how  affected  by  U.  S.  notes,  475-477* 

South:  why  money  is  scarce  in,  156-57; 
scarcity  in,  due  to  deficiency  of  capi- 
.  tal,  157;  banks  in  have  relatively  low 
circulation,  191  -93;  circulation  of  in- 
adequate after  Civil  War,  204;  how 
unfavorably  affected  by  bond-deposit 
requirement,  226-27;  early  bank  is- 
sues in,  284-92;  how  supplied  with 
currency  to  move  the  crops,  321-22; 
would  encourage  activity  of  redemp- 
tion under  Commission's  plan,  339; 
deficient  in  bank  capital  and  cur- 
rency, 37 1;  credit  period  in  the,  374; 
present  credit  situation  in,  375;  issue 
of  bank  notes  might  be  made  profit- 
able in,  378. 

South  Carolina:  early  ownership  of  bank 
stock  in,  285;  early  inadequacy  of 
capital  in,  286;  bank  of,  293;  bank 
capital  in,  371. 

SpauldingE,  G. :  introduces  bill  for  issue 
of  U.  S.  notes,  405;  states  attitude  of 
press  toward  sale  of  bonds  below  par, 
407. 

Specie:  constant  influx  of  since  resump- 
tion, 176. 

Stahlman,  E.  B.:  appointed  member 
Exec.  Com.,  10. 

Stanard,  E.  O, :  appointed  member  Exec. 
Com.,  10. 

Standard:  threatened  degradation  of 
present,  30:  considerations  as  to,  31; 
all  exchanges  based  upon,  32;  all 
money  must  be  convertible  into,  32; 
in  Commission's  bill,  60;  why  needed, 
27;  ideal  qualities  of,  83;  effect  of 
uncertainty,  86;  effect  of  changes  in, 
93;  choice  confined  to  gold  and  sil- 
ver, 97;  single  standard  necessary, 
97-98;  bimetallism  no  solution  of 
difficulties,  97;  not  created  by  gov- 
ernments, 1 01;  silver  standard  estab- 
lished after  1793,  109;  changed  to 
gold  after  1834,  no;  becomes  paper 
after  1862,  lio-ll;  returns  to  gold 
after  1879,  iii;  declaration  on  gold 
standard  recommended  by  Commis* 
sion,  III-II2;  limping  gold  stan- 
dard, 113;  confidence  in  weakened 
by  silver  policy,  144;  stability  of 
within  legislative  control,  176. 


Standard:  altered  by  issue  of  legal-tender 
notes,  408;  how  affected  by  varia- 
tions in  public  credit,  418;  unaffected 
by  changes  in  the  volume  of  the  U. 
S.  notes,  419;  views  of  community  on, 
how  altered,  420-21. 

Standard,  paper:  introduced  after  1862, 
no;  fluctuations  1862-1879,111:  sup- 
planted by  gold  in  1879,  III;  see 
United  States  Notes, 

Standard  0/  Deferred  Payments :  functions 
of,  92;  ideal  qualities,  92;  effect  of 
changes  on  contracts,  96;  necessary 
to  choose  some,  102;  risks  involved  in 
contracts,  103;  no  function  of  govern- 
ment to  make  good  resulting  losses, 
104-5. 

Standard,  Multiple:  defined,  106;  justice 
of,  107;  effect  on  rate  of  interest,  108; 
how  furnished,  108. 

State  Bank  notes :  amount  outstanding  at 
close  of  1865,202;  taxed  10  per  cent, 
by  act  of  1865,  203. 

Stevens:  desires  to  pay  interest  on  gov- 
ernment securities  in  currency,  414. 

St,  Louis:  place  in  reserve  system,  349. 

Stock  Exchange,  New  York:  closes  in 
1873,215. 

Stockholder:  see  Shareholder, 

Stock  Market:  stimulated  by  deposit-re* 
serve  system,  213. 

Stone,  Representative:  introduces  bill  for 
Congressional  Monetary  Commission, 

14. 

Strauss,  Isidor,  Hon,:  views  on  bank  ex- 
aminations, 359M. 

Substitutes, Money:  limits  to  use  of,  84; 
should  not  possess  legal-tender  qual- 
ity, 132;  kinds  used  in  1893,  221-22. 

Suffolk  Bank  System:  marks  new  era  in 
American  banking,  284;  enforces  re- 
demption, 290;  restricts  circulation, 
307;  efficient  redemption  under,  327- 
28;  history  and  working  of,  331-34; 
activity  of  redemption  under,  337; 
secures  greater  uniformity  of  notes, 

342. 

Suspension  of  Specie  Payments:  in  18 12 
and  in  1 86 1  concentrated  attention  on 
note-issues,  174;  in  1861,403-4. 

Sweden,  Bank  of:  method  of  note-issue, 
279;  branch  bank  system  of,  383. 

Switzerland,  Banks  of:  method  of  note- 
issue,  279M,*  reserve  requirements  of, 
348M;  branch  bank  system  of,  383. 

Taxation:  increase  in,  heightens  prices 
during  the  war,  462. 

Taxation,  Bank:  not  justified  on  ground 
of  monopoly  privilege,  361 ;  common 
methods  of,  36 1 ;  effect  of  National 
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Bank  act  on.  362;  prevailing  practice 
in,  362;  incidence  of.  363-64;  two  ob- 
jects of,  3^4;  inequalities  present 
method,  364H66;  emergency,  366-68; 
under  Commission's  plan,  268, 366. 

Tax,  Direct:  receipts  from,  how  affected 
by  depreciation  of  U.  S.  notes,  452. 

Taxing  Power:  of.  state  no  security  for 
immediate  redemption,  392-93. 

Tax  on  Circulation:  amount  of  under 
N.  Y.  safety-fund  system,  239;  Com- 
mission's suggestion  as  to.  268. 

Tax  on  Circuiation,  National  Bank: 
origin  of,  362;  as  a  source  of  revenue, 
364;  injustice  of,  364-66;  Commis- 
sion's suggestion  concerning,  268, 
366. 

Tax  on  Note-Issues,  Emergency:  in  Ger- 
many, 280,368;  in  Austria- Hungary, 
280,  368;  object,  366;  common  feature 
of  recent  plans,  366;  Commission's 
suggestions  concerning,  261,  262-63, 
366-68;  incidence  and  operation  of, 
367-68. 

Taxpayer:  how  affected  by  issue  of  U.  S. 
notes,  445-46;  actual  loss  to  from  use 
of  U.  S.  notes,  459-61. 

Taylor,  Roberts. :  named  member  of  Com- 
mission, II;  defends  Commission's 
bill,  14;  demand  obligations  of  the 
government  committee,  11. 

Tennessee:  early  ownership  of  bank  stock 
in,  285;  Bank  of,  293. 

Three  Per  Cent,  Certificates:  issued  to  re- 
deem compound -interest  notes,  417*1. 

Trade,  International:  use  of  money  in, 
91;  value  of  money  in  not  dependent 
on  legal-tender,  133;  in  1897,  150; 
why  gold  is  shipped  in,  150-51,  156; 
principles  of,  operating  in  case  of  two 
sections  of  same  country,  155. 

Transportation :  free  of  silver  dollar  pro- 
vided for  by  act  of  Aug^ust  7,  1882, 
141 »,'  rates  for,  of  currency,  3351* ; 
of  notes,  how  regulated  by  govern- 
ment, 335-36;  how  affects  uniformity 
of  note-issues,  341-42. 

Treasury:  should  have  power  to  sell 
bonds,  37;  so  empowered  by  Com- 
mission's Bill,  64 ;  function  as  dis- 
tributor of  token  coins,  116;  how 
maintains  parity,i  22-23;  not  required 
to  redeem  silver  dollar  directly  in 
gold,  122;  duty  of  to  redeem  redun- 
dant silver,  126-27;  strain  not  in- 
creased by  such  redemption,  126; 
further  coinage  of  silver  would  em- 
barrass, 127;  attitude  toward  Treas- 
ury notes,  143-44;  figures  given  by, 
show  preponderance  of  notes  over  de- 


posits prior  to  1855, 174;  not  fitted  to 
act  as  bank  of  issue,  179;  Secretary  of 
Treasury  how  limited  to  bonds  bear- 
ing certain  rates  of  interest,  195;  em- 
barrassed by  silver  acts,  220;  forced 
to  purchase  and  coin  silver,  433; 
silver  certificates  rapidly  returned  to, 
433;  decrease  in  gold  reserve  of,  435; 
decrease  in  gold  revenues  of,  439-40, 
suspends  specie  payments  in  1861, 
404;  without  money  with  which  to 
redeem  demand-notes,  404;  obliged 
to  resort  to  extraordinary  steps,  440; 
makes  three  issues  of  bonds  for  gold, 
440-43;  forced  by  present  redemption 
system  to  furnish  gold  for  export, 
443-44;  not  called  upon  to  furnish 
much  gold  for  U.  S.  notes  until  after 
1890,433;  net  gold  of  decreases,  435; 
drawn  upon  for  gold  after  act  of  1890, 
436;  gold  revenues  of  decrease,  439- 
40. 

Treasurer:  bonds  to  be  transferred  to  by 
national  banks,  201 ;  banks  must 
keep  5  per  cent,  of  circulation  on 
deposit  with,  21 1;  how  redemption 
pays  expenses  of  national  bank 
notes,  334. 

Treasury  Notes:  outstanding,  26;  should 
be  retired,  35;  amount  redeemed 
1 890- 1 897,  44;  not  to  t)e  issued  in 
denominations  less  than  $10,  53, 
64;  plan  for  retiring,  53. 63;  descrip- 
tion of,  89;  low  denominations 
should  be  withdrawn,  125;  bul- 
lion purchased  with  should  not  t)e 
further  coined,  128;  not  treated  by 
Commission  as  silver  obligations, 
129;  origin,  14 1;  distribution  in  1897, 
142;  legal  status,  143;  why  prac- 
tically redeemable  in  gold,  143-44; 
preferred  to  silver  certificates  by 
banks,  144;  when  first  issued  by  the 
U.  S.,  398;  subsequent  issues,  398-99; 
amount  issued  before  War,  40 1 ;  f  1 50,- 
000,000  loan  of  1 86 1  partly  made  in, 
402;  slow  sale  of  to  public  in  1861, 
403;  issue  of  more,  suggested  by 
banks  in  1862,  4oi5;  more  to  be 
issued,  407;  further  issues  of  author- 
ized, 413;  debate  upon  funding.  417. 

Trigg,  W,  R.:  appointed  member  Exec. 
Com.,  10. 

Token  Coins:  laws  of,  113;  why  bear  a 
seigniorage,  1 14;  issue  why  restricted 
to  government,  114;  why  legal  tender 
in  small  sums,  114;  why  made  re- 
deemable on  demand,  115;  made  re- 
deemable by  act  of  1879, 115;  amount 
needed  how  determined,   116;  limi- 
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tation  to  denominations  less  than  %\ 
artificial,  1 16-17;  characteristic  is 
seigniorage,  1 1 7. 

Uniformity  of  Note  Issues:  secured  under 
national  banking  system,  34 1:  lack 
of  under  old  state  bank  systems,  341; 
hampered  by  lack  of  good  transporta- 
tion, 342;  m  Canada  how  assured, 
343;  how  provided  for  by  the  Com- 
mission, 344. 

U.  S.  Notes:  amounts  issued  and  out- 
standing, 26-27;  short  sketch  of,  30; 
should  he  retired,  35;  retirement 
should  be  gradual,  37;  plan  for  can- 
celing, 38,  53,  63;  retirement  justi- 
fied, 39-41;  amount  redeemed  1879- 
97,  44;  when  to  be  reissued,  52,  63; 
description  of,  89;  small  denomina- 
tions retired,  64,  121,  125,  142; 
are  not  raised  in  value  by  legal- 
tender  quality,  135;  issue  of  not 
originally  part  of  Chase's  plans,  197; 
issue  weakens  credit  of  government, 
197;  bill  for  first  issue  of,  introduced 
into  House,  405;  "necessity''  of, 406; 
issue  of  opposed  by  banks,  406;  sub- 
stitute for  offered  by  banks,  406; 
substitute  for  agreed  on,  407;  desire 
to  issue,  short-sighted,  407;  folly  of 
issuing,  408;  debate  on  bill  for  first 
issue  of,  409-10;  letter  of  Secretary 
Chase  on,  409;  constitutionality  of, 
409;  reasons  for  passage  of  first  bill 
for,  409-10;  first  bill  for,  a  partisan 
measure,  410;  terms  of  first  act  for 
issue  of,  410;  Secretary  authorized 
to  fund,  4 10;  operation  of  different 
from  expected,  41 1;  more  asked 
for  by  Secretary  Chase,  41 1;  bill  for 
second  issue  reported,  411;  debated, 
411-12;  provisions  of  second  act  for 
issue  of,  412;  further  issues  opposed 
by  Secretary  Chase,  412;  effect  in 
driving  out  subsidiary  coin,  412M,' 
bill  for  third  issue  of  introduced, 
413;  debate  on  third  bill,  413;  third 
bill  passes  House,  413;  is  amended 
in  Senate,  413;  becomes  a  law,  413; 
further  issues  opposed  by  Secretary 
Chase,  414;  pledge  not  to  increase 
given  by  Congress,  414;  evil  effects  of, 
414-15;  depreciation  of  in  1864-5, 
415;  resumption  of  specie  payment 
expected  and  pledged,  416;  Secre- 
tary's power  to  withdraw,  limited, 
417;  power  of  Secretary  to  withdraw 
suspended,  418-19;  pledge  to  redeem 
given  by  Congress,  420;  effect  of  on 
community's  moral  standard,  421 ; 
use  of  strengthens  fears  of  contrac- 


tion, 421;  operations  of  speculators 
on,  produce  stringency,  422;  effects 
of  hoarding,  423;  issued  to  relieve 
crisis  of  1873,  423;  could  not  circu- 
late during  crisis  of  1873,  425;  re- 
tirement under  Resumption  Act,  426- 
27;  volume  of  reduced,  428;  further 
retirement  of  made  unlawful,  429; 
steps  toward  resumption  of  specie 
payment  of,  430-31;  rise  in  price  of, 
430;  resumption  accomplished,  432; 
not  presented  for  redemption,  432; 
presented  after  1890,  433;  effect  of 
issue  in  low  denominations,  435; 
presented  after  act  of  1890,  436,  pre- 
sented in  payment  of  customs,  440; 
forced  on  Treasury  in  great  quanti- 
ties, 441-43;  redemptions  of  closely 
correspond  with  gold  exports,  443- 
44;  method  of  estimating  debt-in- 
crease due  to,  445-46;  increase  of 
expenditures  due  to,  449-52;  increase 
of  receipts  due  to,  452-54;  actual  in- 
crease of  debt  due  to  use  of,  455-57; 
saving  of  interest  by  use  of,  456-57; 
how  affected  payments  on  public 
debt,  457-61;  effect  on  prices,  463- 
65;  wrought  change  in  standard, 
465-66;  value  of  on  what  dependent, 
466-67;  increase  in  value  of  after 
war,  467,  469;  effect  of  use  of  on 
wages,  470;  comparative  effect  on 
wages  and  prices,  470-71;  on  pur- 
chasing power,  471,  473;  on  wages 
of  laborers  and  others,  471-74;  un- 
favorable effect  of  on  soldiers'  pay, 
475-77;  increase  in  value  of  how 
affected  laborers'  wages,  478,  479; 
pledge  for  retirement  of  480;  as- 
sumed saving  of  interest  on,  48 1; 
cost  of,  481;  heavy  sacrifices  neces- 
sary to  keep  in  circulation,  481-82; 
actual  loss  from,  482-83;  unwisdom 
of  use  of,  483-84;  unbusiness-like 
character  of  use  of,  483-84;  loss  of 
confidence  resulting  from  use  of,  484- 
85;  irresponsive  to  business  needs, 
485;  supposed  saving  in  interest  on, 
a  mistake,  485. 

Value:  defined,  78;  a  ratio,  79;  no  abso- 
lute measure  of,  79;  not  maintained 
by  legal-tender  quality,  132-33. 

Vermont:  limitation  on  note-issues  in, 
303;  early  provisions  for  stockhold- 
ers liability,  30411. 

Virginia:  bank  taxation  in,  36211;  bank 
capital  in,  371. 

Wages:  recurring  payments  necessitate 
elasticity  in  currency,  309;  how  af- 
fected   by  U.  S.  notes,  470-72;  of 
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farm  laborers  how  affected  by  U.  S. 
notes,  473;  of  professional  men  and 
school  teachers,  473-74;  of  soldiers, 
475~77;  inprovement  in,  after  war, 
478,  479. 

Washington:  Commission  convenes  at, 
II;  Exec.  Com.  assembles  at,  14. 

Ways  and  Means^  Committee  on :  prefers 
legal-tender  bill  to  Chase's  plan, 
408;  brings  forward  second  legal- 
tender  bill,  41 1;  brings  forward  third 
legal-tender  bill,  413. 

West:  banks  of,  call  for  reserves  of  Eastern 
banks  in  the  autumn,  153;  why  money 
is  scarce  in,  156-57;  scarcity  in  not 
due  to  general  scarcity,  157;  banks 
in  have  low  circulation,  191-93;  cir- 
culation of  inadequate  after  Civil  War, 
204,  how  unfavorably  affected  by 
bond  deposit  requirement,  226-27; 
early  bank  issues  in,  284-92;  Eastern 
notes  circulating  in,  in  1863, 307;  how 
supplied  with  currency  to  move  the 


crops,  321-22;  would  encourage  ac- 
tivity of  redemption  under  Commis- 
sion's plan,  339;  deficient  in  bank 
capital  and  currency,  371;  credit  per- 
iod in,  324;  present  credit  situation 
iii»  375;  issue  of  bank  notes  might  be 
made  profitable  in,  378. 

Wilkie^  D.  R,;  explains  Canadian  sys- 
tem of  redemption,  329-30. 

Windom^  Secretary:  views  on  inelasticity 
of  national  bank  note  currency,  322. 

Willist  H,  Parker:  Assistant  to  Commis- 
sion, 18. 

Wilson^  A.  E,:  appointed  member  Exec. 
Com.,  10. 

Wisconsin :  free  banking  in,  300. 

Withdraival  of  notes  :  early  provisions  for, 
205;  provisions  for  in  act  of  June  20, 
1874;  provisions  for  in  act  of  July  12, 
1882,  209;  considerable,  takes  place 
subsequent  to  1882,  210. 

Wright:  introduces  bill  to  increase  legal 
tender  notes,  424. 
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Abrasion:  gold  coins,  516,  517^. 

Alloy:  composition  of,  494,  498,  5i8r/ 
amount  of  (see  Fineness). 

Assaying:  foreign  coins,  497,  500;  U.  S. 
coins,  497  ^see  also  Charges  on  Bul- 
lion). 

Banks  (see  National  BankSy  Gold  Banks, 
Stale  Banks). 

Bank  Currency:  laws  relating  to,  S05-15, 
517,  5i9-32r. 

Bills  of  Credit:  states  not  to  emit,  493. 

Bimetallism:  international  conference  to 
consider,  535;  favored  by  U.  S.,  541, 
543. 

" Bland- AUison''  Act:  534. 

Bolivia:  coins  of,  how  rated,  496. 

Bonds:  authorized,  501-2;  interest  on, 
501-2,  523r;  exchange  of,  for  U.  S. 
notes,  502 ;  purchased  or  exchanged 
by  Secretary  of  Treasury,  504,  509 ; 
amount  deposited  by  national  banks, 
506, 522r,'  amount  reduced,  537  ;  for- 
feited by  national  banks  to  be  can- 
celled or  sold,  507,  528 ;  depreciation 
of,  how  made  good  by  banks,  523^* 

Branches:  of  banks,  522r. 

Brazil:    coins  of,  how  rated,  496. 

Bronze  Coins:  500  (see  also  Cent  and 
7  wo- Cent). 

Bullion:  gold  and  silver  deposited  for 
coinage,  494,  498;  exchanged  for 
coin,  494,  497,  5i9r,'  depositors' 
rights,  494,  498 ;  amounts  and  quali- 
ty receivable  at  mint,  499,  516,  519 ; 
imported,  519^/  gold,  517,  519^/  sil- 
ver, to  be  coined  into  trade  dollars, 
5i9r,*  purchase  of  by  Secretary  of 
Treasury,  534-35*  53^,  54©  (see  also 
Charges  on  Bullion). 

Cancellation:  notes,  previous  to  1862, 
504;  bonds,  506,  528r,'  fractional 
currency,  520 ;  U.  S.  notes,  505,  507 ; 
Treasury  notes,  507,  510. 

Cent:  copper,  composition  and  weight, 
494r  499 »  discontinued,  500 ;  nickel, 
500;  bronze,  500;  legal  tender,  501. 

Central  America:  coins  of,  how  rated, 
496. 


Certificates:  of  U,  S.  notes  exchangeable 
for  bonds,  502,  504 ;  may  form  part 
of  lawful  reserve,  502,  503,  504,  510, 
513.  514*  527;  o{  temporary  loan^ 
redemption  and  cancellation  of,  515 ; 
interest  on,  503;  gold,  receivable  for 
duties  on  imports,  508,  517^,  538; 
silver,  535,  537. 

Charges  on  Bullion:  coining,  494,  519, 
531;  exchanged  for  coin,  494,497; 
reducing  to  standard,  494,  499,  500; 
casting,  500,  5i9r. 

Chili:  corns  of,  how  rated,  496. 

Circulation  and  Circulating  Notes  (see 
Gold  Notes,  National  Bank  Notes,  Post 
Notes,  State  Banks,  U.  S.  Notes,  Treas- 
ury Notes). 

Clearing -House  Certificates:  as  part  of 
reserve  of  national  banks,  527. 

Coin,  Coins,  and  Coinage:  provisions  of 
U.  S.  constitution  on,  493 ;  coins 
authorized  (1792)  493-5.  (1849)  499. 
(1851)  499,  (1853)  499-500,  (1857) 
500-1,(1864)500,(1875)533,(1878) 
534;  coinage  laws,  493-501,  511, 
515,  5i7-2ir,  531,  536  (see  also 
Abrasion,  Alloy,  Bullion,  Fineness, 
Foreign  Coins,  I^gal  Tender,  Rate, 
Ratio,  Reserve,  Seigniorage, Standard, 
Weight,  and  names  of  metals  and 
coins). 

Colombia:  coins  of,  how  rated,  496. 

Compound  Interest  Notes :  513,514. 

Comptroller  of  Currency:  office  of,  517^; 
duties  of,  509,  514,  515. 

Conference:  bimetallic,  535. 

Congress:  power  to  coin  money,  493; 
Director  of  Mint  to  report  to,  494. 

Constitution  :  provisions  of  as  to  money, 

493- 
Copper  coins :    authorized,   494 ;    weight 

changed,  498;  redemption  of,  515. 

Counterfeiting  :  499. 

Currency,  Bank:  laws  relating  to,  505-15, 

517.519-32'-. 
Currency,  Fractional :  stamps  used  for, 
505 ;  issued  by  Secretary  of  Treasury, 
507,  510;  prohibited,  510,  520r;  re- 
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demption,  510,  531 ;  cancellation  of, 
52or ;  replaced  by  fractional  coins, 

531. 
Currency t  Government  :  laws  as  to,  501- 

14;    reduction    of   suspended,   513, 

52or/  what  obligations  may  be  settled 

with,    517^     (see    also     CertificaUs^ 

Treasury  Notes,  United  States  Notes). 

Currency f  National  (see  Gold  Notes , 
Government  Currency,  National 
Bank  Notes,  Treasury  Notes,  United 
States  Notes). 

Denominations  (see  under  various  mon- 
eys). 

Deposits  in  U.  S.  Treasury  :  U.  S.  notes 
in  exchange  for  bonds,  502,  504  ; 
temporary  loan,  502,  504  ;  gold  coin 
and  bullion,  5i7r/  silver  coin,  535. 

Designs  of  coins  :  494,  498. 

Dimes  and  half  dimes :  fineness  and 
weight,  493,  498, 499, 516 ;  half  dime 
discontinued,  516;  legal  tender,  495, 

498.  500.  516. 

Director  of  Mint :  office,  493 ;  duties  of, 
494.  SOO. 

Dollar  :  unit  of  U.  S.  currency  and  ac* 
counts,  493-95,  519'*  »•  silver,  fineness 
and  weight,  493,  498,  516,  5i8r,  534; 
legal  tender  495,  497,  498;  discon- 
tinued, 516;  reauthorized,  534 ;  trade, 
legal  tender  up  to  $5,  516;  not  legal 
tender,  534  ;  recoinage,  540,  542 ; 
gold,  fineness  and  weight,  499;  legal 
tender,  499;  unit  of  value,  516,  Slir; 
discontinued,  542. 

Duties  :  must  be  paid  in  coin,  503 ;  or  coin 
certificates,  517^/  or  demand  Treas- 
ury notes,  501,  503. 

Eagles  {double,  half,  and  quarter):  fineness 
and  weight,  493,  497,  516;  double 
authorized,  499;  legal   tender,  495, 

498.  499.  516. 
England  :  coins  of,  how  rated,  496. 
Exchange :  bullion   for  coin,  495,  497  ; 

U.   S.   notes  for  bonds,   502;  notes 

for  bonds  and  bonds  for  notes,  504 ; 

of  Treasury  notes,  510;  silver  coin 

for  gold    coin,  519^/  foreign    (see 

Foreign  Coins), 
Expenses :  of  mint,  how  met,  495*,  refining, 

494;  notes  furnished   and  replaced, 

524.  529- 
Fineness  of  Coins  (see  names  of  coins). 

Five-  cent  piece :  5 1 8r . 

Foreign  Coins  :  value  regulated  by  Con- 
gress, 493;  acts  regulating  value, 
495>  520 ;  valuation  by  assay,  500 ; 
to  be  proclaimed  annually,  520  ;  not 
legal  tender,  521  (see  also  under 
names  of  countries). 


Fractional  Currency  (see  Currency,  FraC" 
tional), 

France  :  coins  of,  how  rated,  496. 

Gold  Banks  :  organization  of,  526,  532 ; 
reserve  of,  526 ;  conversion  to  national 
banks,  536. 

Gold  Certificates  (see  Certificates,  Gold). 

Gold  Coins:  (1792)  493 ;  dollar  and  double 
eagle,  499  ;  three-dollar  piece,  500 ; 
legal  tender,  493,  498, 499, 516 ;  rate 
of  those  minted  anterior  to  1834 
498  (-see  also  under  names  of  sep- 
arate coins  amdForeign  Coins). 

Gold  Notes:  how  issued,  526  *,  received  at 
par  by  national  banks,  526. 

Great  Britain:  coins  of,  how  rated,  496; 
value  of  pound  sterling  fixed,  520. 

Government  Currency  (see  Currency, 
Government). 

Half  Dollars  and  Quarter  Dollars  :  weight 
and  fineness,  493 ;  legal  tender,  495, 
498;  up  to  $5,  500,  516;  World's 
Columbian  souvenir,  510. 

Interest:  bonds,  501,  502,  511,  524; 
Treasury  notes;  501,  506,  51 1;  tem- 
porary loan  certificates,  502, 513,  514; 
interest  on  public  debt  to  be  paid  in 
coin,  502;  or  gold  certificates,  508; 
coin  for  payment  of,  503,  508. 

Laws:  coinage,  493,  501,  511,  515,  517- 
2ir,  533,  536 ;  U.  S.  government 
currency,  501-14 ;  bank  currency, 
505-15,  517,  5i9~32r. 

Legal  Tender:  of  states  restricted  to  coin, 
493;  gold  and  silver  coins  (1792), 
495(1837),  499;  foreign  coins,  legal 
tender  value  of,  496-97;  not  legal  ten- 
der, 521;  gold,  minted  anterior  to  1834 
not,  498;  gold  (1849),  499;  silver 
coins  continue  (1837),  498;  three- 
cent,  up  to  30  cents,  499 ;  halves, 
quarters,  dimes,  and  half  dimes  ( 1 853) 
up  to  55,  500  ;  cent,  up  to  10  cents, 
reduced  to  4  cents,  501 ;  U.  S.  notes 
502,  503,  505  ;  Treasury  notes,  507 ; 
trade  dollar  not,  534 ;  restored,  534. 

Loans:  national  authorized,  501. 

Mexico:  coins  of,  how  rated,  496. 

Minor  Coins:  enumerated  and  defined, 
5i8r,*  legal  tender,  52 ir.  (See  also 
names  of  coins.) 

Mint:  established  (1792),  493;  supple- 
mentary act  (1837),  498;  officers  and 
their  duties,  493,  498. 

Money  of  Account:  for  U.  S.,  495. 

Nickel  Coins:  five-cent  and  three-cent, 
5i8r. 

National  Bank  Notes:  conditions  of  issue, 
506,  508,  511,  515.  522-24r.  530; 
denominations,  524r;    printing,  how 
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piid  for,  524r;  amount  of,  524^,  532; 
worn  notes  replaced,  525r,  537  ;  form 
of  issue,  524  r,*  quasi  legal  tender, 
52s ;  redemption,  541-2  (see  also 
Interest), 

National  Banks:  acts  creating,  505,  508; 
"National  Bank  Act  "defined,  529; 
bonds  deposited,  506,  508,  S23r/ 
amount  reduced,  537  ;  capital^  508, 
521  ;  circulation^  apportionment,  508, 
524r,'  limited,  S26r/  limitation  re- 
moved, 532  ;  of  other  notes  forbidden, 
525 ;  redemption,  508,  523,  527 ; 
reduced,  524r,  530 ;  comptroller, 
office  and  duties  of,  509,  514,  515, 
5i7r/  duties  to  U.  S.  government, 
as  depositories,  522r,*  receive  na- 
tional currency  at  par,  522r/  pay 
charges  for  renewing  notes,  529 ; 
examination  of,  528;  extension  of, 
536;  new,  511;  organization  of, 
52 1  r/  receivers,  528r;  reports 
509 ;  reserves,  526r;  shareholders, 
responsibility,  508, 522r;  state  banks 
converted  into,  508,  511,  522r  (see 
also  National  Bank  Notes), 

Notes,  Circulating:  less  than  $  I  prohibit- 
ed, 505,  520 ;  taxed,  508  (see  also 
Certificates,  Compound  Interest  Notes, 
Gold  Notes,  Post  Notes,  State  Banks, 
Treasury  Notes,  U,  S.  Notes). 

Peru:  coins  of,  how  rated,  496. 

Portugal:  coins  of,  how  rated,  496. 

P*<t  Notes:  restrictions  on,  508,  525r. 

Pjund  Sterling:  how  rated,  496 ;  value 
fixed,  520r. 

President:  approval  of  as  to  alloy,  494 ; 
to  make  proclamation  as  to  foreign 
coins,  497. 

Quarter  DoUar  (see  Half  Dollar), 

RcUe  of  coins:  foreign  coins,  495,  497 ; 
gold  minted  anterior  to  1834,  498; 
determined  by  assay,  500,  520r. 

Ratio:  gold  to  silver  (1792),  494»  535» 
541- 

Recoinage :  foreign  coins,  497 ;  gold 
coins  reduced  by  abrasion,  516;  trade 
dollars,  540 ;  abraded  subsidiary  sil- 
ver, 542. 

Redemption  :  token  or  minor  coins,  5 1 S  ; 
fractional  currency,  520,  531,  533; 
"National  Bank  Note  redemption 
account,'*  542  (see  also  names  of 
notes). 

Reports  :  to  Congress,  493 ;  National  Bank 
to  Comptroller,  509,  514,  528 ;  Comp- 
troller to  Secretary  of  Treasury,  515. 

Reserve  of  National  Banks  :  temporary 
loan  certificates  as  513,  514;  gold 
certificates,  538;  amount  and   char- 


acter of,  S2(>-27r;  528-30/'.  reserve 
cities,  526-27,  539 ;  merged  in  gen- 
eral fund  of  U.  S.  Treasury,  541. 

Revised  Statutes:  coinage,  517-21/'/  U. 
S.  government  currency,  520-2  ir; 
bank  currency,  52 l-28r. 

Secretary  of  Treasury:  duties  of,  517. 

Seigniorage:  to  be  paid  into  the  Treasury, 
535  (see  also  Charges), 

Silver  Certificates  (see  Certificates,  Silver). 

Silver  Coins:  (1792)  493»  (1873)  516; 
three-cent,  499 ;  three-cent  and  half 
dime  discontinued,  516;  trade-dollar 
authorized,  516;  replaced  by  standard 
silver,  534  ;  twenty-cent  piece,  533  ; 
legal  tender,  495,  498,  499,  500 ;  not 
exceeding  $5,  516,  521 ;  trade-dollar 
not,  534  ;  dollar  restored,  534 ;  sub- 
sidiary in  place  of  fractional  cur- 
rency, 531 ;  transportation  of,  538 
539i  540  (see  also  under  names  of 
separate  coins  and  Foreign  Coins), 

Silver  Profit  Fund :  540,  542. 

Spain:  coins  of,  how  rated,  496,  497. 

Specie  Payments  :  resumption  of,  531. 

Stamps  :  replace  fractional  currency,  505. 

Standard  :  gold  coins  (1792),  silver  coins 
(1792),  494  ;  gold  and  silver  coins, 
1837,  498,  5i8r(see  also  Fineness  ana 
Weight  under  names  of  coins). 

State  :  forbidden  to  coin  money  or  emit 
bills  of  credit,  493. 

State  Banks:  conversion  to  national 
banks,  505,  508,  511,  522r,*  tax  on 
notes  of,  511,  513,  5i7r,  532. 

Subsidiary  Coin :  silver,  exchange  of, 
536 ;  coinage  of,  540  (see  also  minor 
coins  and  names  of  coins.) 

Taxes  :  fractional  currency,  508 ;  national 
and  state  bank  currency,  511,  513, 
S^T"*  532^/  of  state  banks,  532. 

Temporary  Loan  Certificates  (see  Cer- 
tificates, Temporary  Loan). 

Three -cent  Piece  :  legal  tender,  499,  51 1 ; 
weight  changed,  499;    nickel,   511, 

542. 
Three-dollar  Gold  Piece  :  authorized,  500; 

weight  changed,  516;  51 8/',*  discon- 
tinued, 542;  legal  tender,  516,  5i8r. 

Token  Coins:  redemption  of,  515  (see 
also  names  of  minor  coins). 

Trade  Dollar :    516;   not  legal   tender, 

534. 
Transportation  :  fractional  currency,  500 ; 

securities,  notes,  etc.,  529,  537 ;  sil- 
ver coin,  540, 
Treasury  Notes:  authorized,  501,  506, 
509 ;  denominations,  50I ;  receivable 
for  public  dues,  501 ;  exchanged  for 
coin,  504;  for  U.  S.  notes,  502,  506; 
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for  bonds,  510 ;  cancellation  of,  507, 
510;  legal  tender,  507,  510,  52  ir 
(see  also  InUrest). 

Twenty -cent  Piece  :  533. 

Two-cent  Piece  :  500  ;  legal  tender,  501. 

United  States:  mint,  493;  money  and 
accounts,  how  expressed,  495,  5i9r. 

United  States  Notes:  authorized,  501-3, 
505*  507-510 ;  denominations  of, 
502,    520r,   542;    legal    tender  for 


what,  502-3,  505,  507,  510;  ex- 
changeable for  what,  502,  507,  527 ; 
reissue,  504, 507,  520r  ,■  cancellation, 
507;  redemption  of,  504,  531,  532; 
guaranteed,  514  ;  as  special  deposits, 
527  (see  also  Interest). 

iVeight  of  Coins  (see  under  names  of 
coins). 

Weight :  valuation  of  coins  bv  (see 
Rate). 


^ 
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